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ADMINISTRATION AND OPERATION OF CUSTOMS 
AND TARIFF LAWS AND THE TRADE AGREEMENTS 
PROGRAM 


MONDAY, SEPTEMBER 17, 1956 


House or REPRESENTATIVES, 
SuBcoMMLTTEE ON Customs, TARIFFS, AND 
RecrprocaL TrapE—E AGREEMENTS OF THE 
ComMITTEE ON Ways AND Means, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to notice, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon. Hale Boggs (chairman of the subcommittee) presiding. 

Present: Hon. Hale Boggs, of Louisiana (presiding) ; Hon. Burr P. 
Harrison, of Virginia; and Hon. Thaddeus M. Machrowicz, of 
Michigan. 

Also present: Leo H. Irwin, clerk to the committee; Edwin G. 
Martin, counsel to the subcommittee; Loyle A. Morrison, chief econ- 
omist to the subcommittee; Charles Nutter, administrative officer to 
the subcommittee; James W. Riddell, of the professional staff of the 
committee; and John M. Martin, Jr., of the professional staff of the 
committee. 

Mr. Bocas. The subcommittee will come to order. 

I would like to make a brief statement about the purposes and the 
objectives of this subcommittee before calling our first witness. 

Just prior to adjournment of the 84th Congress, the Committee 
on Ways and Means established this Subcommittee on Customs, Tariffs, 
and Reciprocal Trade Agreements, with jurisdiction to investigate all 
aspects of our customs, tariff, and reciprocal trade agreements laws 
and the trade agreements entered into thereunder, as well as the 
administration thereof. The directive stated that particular emphasis 
should be devoted to the effect of such matters on the foreign policy of 
the United States and on our domestic industry, agriculture, and 
employment. 

n July 30, 1956, following an organizational meeting of the sub- 
committee, and by direction of the subcommittee, a press release was 
issued in which notice was given indicating the subcommittee’s inten- 
tion to conduct hearings in Washington during the latter part of Sep- 
tember. That release specifically invited persons having suggestions 
for improving our customs and tariff laws and comments with respect 
to specific aspects of the operation of those laws to submit their written 
views to the clerk of the Committee on Ways and Means for consid- 
eration of this subcommittee and its staff. 

A further detailed press release, dated August 31, was issued settin 
forth the nature of the hearings to be conducted, the specific dates, an 
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giving further details concerning procedure to be followed with respect 
to requests to be heard. Without objection I will insert in the record 
copies of those press releases following this brief opening statement. 

There are several points which I would like to reemphasize as 
strongly as I can at the outset of these hearings. First, as was indi- 
cated in the August 31 press release, this subcommittee is interested 
in conducting an unbiased, objective, fact-finding, nonpartisan inquiry 
and study. Our desire is to obtain balanced, considered, and objec- 
tive information factually presented. We do not enter into this in- 
quiry with preconceived ideas of what our ultimate findings may be. 
We intend to be guided on the basis of the facts and the best interests 
of our national welfare. The members of the subcommittee, as well 
as the members of the full committee, and the Congress generally, have 
received many comments and criticisms from various interested per- 
sons and groups representing various points of view, not only on the 
basic legislation now on the statute books, but also on the manner 
in which certain of those laws have been administered. During the 
course of this inquiry, it is our intention to explore as many of these 
matters as reasonably can be explored in the time at our disposal. 

This brings me to my second point. The jurisdiction of this sub- 
committee is extremely broad and the time in which it must conduct 
its inquiries is limited. In view of this fact, and due to the limited 
time available for hearings on the subject, witnesses have been re- 
quested to make their remarks as specific and as explicit as possible and 
to confine their discussions principally to those subjects outlined in the 
August 31 press release serving notice of the hearings and in accord- 
ance with the letters notifying them as to the date and time of their 
appearance. The subcommittee will greatly appreciate cooperation 
from all witnesses in this respect. 

In addition to scheduling those witnesses who have requested to be 
heard, the subcommittee has specifically invited a number of witnesses 
of outstanding reputation to bring their views to the subcommittee on 
selected subjects. The subcommittee appreciates the cooperation 
which it has received from these invited witnesses, in view of the 
shortness of the notice to them, and in view of the difficulty which some 
have encountered in rearranging their schedules so as to make their 
appearances here possible. In behalf of the subcommittee, may I 
reiterate our appreciation to these persons, as well as to express the 
appreciation of the subcommittee to the other witnesses who will be 
heard by the subcommittee. 

There is one additional matter which I think should be emphasized 
at the outset. This country today faces grave external problems in 
the field of foreign economic policy. The Soviet economic offensive, 
the changing nature of the world struggle, are matters of great con- 
cern to all of us. We must not overlook these important considera- 
tions as we proceed with our inquiries and studies. 

According to the usual practice of the Committee on Ways and 
Means, the subcommittee will keep the record of hearings open until 
October 15 so as to permit persons not appearing before the subcom- 
mittee to submit statements, in quadruplicate, for inclusion in the 
record. Witnesses who appear before the subcommittee may also 
have until this time to submit additional material supplementing 
their prepared testimony. 
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Without objection, I suggest that the subcommittee receive the pre- 
pared statement of each scheduled witness and following presenta- 
tion of the prepared testimony, questions be directed to the witness 
according to the desires of the members. It is my hope that by this 
method we will be able to obtain reactions and comments from all 
the witnesses on at least some of the aspects of the matters about which 
we have received a number of complaints in the past, to the end that 
the subcommittee may build a record of information which will be 
helpful to it in seaching for solutions. 


I might say that the members of the staff will also direct questions 
to the witnesses. 


I hope in this way to obtain a rather complete information from all 
of the witnesses appearing before us. 
(The releases are as follows :) 


[Press release of July 30, 1956] 


Hon. HALE Bocas (DEMOCRAT, LOUISIANA), CHAIRMAN OF THE SUBCOMMITTEE 
ON CUSTOMS, TARIFFS, AND RECIPROCAL TRADE AGREEMENTS OF THE COMMITTEE 
ON WAYS AND MEANS, ANNOUNCES AGREEMENT REACHED IN SUBCOMMITTEE’S 
ORGANIZATIONAL MEETINGS 


The Honorable Hale Boggs (Democrat, Louisiana), chairman of the Subcom- 
mittee on Customs, Tariffs, and Reciprocal Trade Agreements of the Committee 
on Ways and Means, today announced that prior to the adjournment of the 
84th Congress the membership of the subcommittee had held a series of organi- 
zational meetings and had reached preliminary agreement with respect to sub- 
committee plans. The subcommittee has reached agreement on the subcom- 
mittee activity during the period from the adjournment of the 2d session to 
the convening of the 85th Congress. 

It is expected that staff study will occupy a substantial portion of the sub- 
committee’s activity during the adjournment period. This study will include 
detailed consideration of specific aspects of foreign-trade matters. In addition 
to the public hearings by the subcommittee described below, the views of inter- 
ested organizations and individuals will be solicited in regard to various aspects 
of the subject matter coming within the jurisdiction of the subcommittee. 

The subcommittee has tentatively agreed to conduct 2 weeks of public hearings 
during the month of September in Washington, D. C., and 2 weeks of public hear- 
ings beginning in late November at selected locations abroad. The details of 
these hearings are yet to be developed, and they will be announced as they are 
determined. 

In the short-range study scheduled to take place during the present adjourn- 
ment period, the subcommittee and its staff will endeavor to investigate and 
study various aspects of our customs, tariff, and trade-agreement laws and the 
administration of the agreements entered into thereunder as they relate to 
particular industries. Special emphasis will be placed during the inquiry on 
the relationship and effect of these matters on the foreign economic policy of 
the United States and their effect upon domestic producers and employment. 

The subcommittee will select for study and review typical cases involving 
efforts of domestic industries to secure relief from imports through adminis- 
trative and statutory procedures available to a domestic industry. This study 
will cover all aspects of these relief provisions, including their operation, ade- 
quacy, and effectiveness, the factual situations existing in the selected industries 
as to employment, production, and the impact of imports, the foreign trade and 
foreign economic policy implications involved, the relationship of the particular 
industry to our overall national economy, including trends and consumption 
of the items produced, the role of domestic production, the role of imports, and 
the role of the items in world trade. 

Chairman Boggs stressed the fact that this review and study will be limited 
to typical cases which will result in the development of information by the sub- 
committee which would be of general applicability. In this connection the chair- 
man announced that such staff studies will be directed to the development of 
objective and factual information for subcommittee consideration. 
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Staff studies along these lines will proceed immediately. The subcommittee 
will announce at a later date the specific areas of inquiry and its further agenda. 
The subcommittee has directed that the annual report of the Tariff Commission 
be evaluated by the staff to determine its adequacy for the purpose of informing 
Congress and interested persons with respect to tariff matters. In announcing 
the subcommittee hearing schedule, Chairman Boggs stated that if the time of 
the membership permits additional hearings may be scheduled in October. 
Persons having suggestions for improving our customs and tariff laws and 
comments with respect to specific aspects of the operation of these laws are 
invited to submit their written views to the clerk of the Committee on Ways 
and Means, room 1102, New House Office Building, Washington, D. C. Such 
expression of views will be given careful staff study and will be reviewed by the 
subcommittee. 
Requests to be heard before the subcommittee in public hearings should be held 
in abeyance until a specific hearing announcement is made. 
The members of the subcommittee are— 
Hale Boggs (Louisiana), chairman 
Cecil R. King (California) 
Burr P. Harrison (Virginia) 
Eugene J. McCarthy (Minnesota) 
Thaddeus M. Machrowicz (Michigan) 
Daniel A. Reed (New York) 
John W. Byrnes (Wisconsin) 
Antoni N. Sadlak (Connecticut) 
Thomas B. Curtis (Missouri) 
Ex officio, Hon. Jere Cooper, chairman, Committee on Ways and Means 


{Press release of August 31, 1956] 


Hon. Hate Boaes (DEMOCRAT OF LOUISIANA), CHAIRMAN, SUBCOMMITTEE ON Cus- 
TOMS, TARIFFS, AND RECIPROCAL TRADE AGREEMENTS, ANNOUNCES SUBCOMMIT- 
TEE’S PLANS FOR PUBLIC HEARINGS SEPTEMBER 17-28, 1956 


The Honorable Hale Boggs (Democrat of Louisiana), chairman of the sub- 
committee on Customs, Tariffs, and Reciprocal Trade Agreements of the House 
Committee on Ways and Means, today announced that the subcommittee has 
scheduled public hearings on subjects within its jurisdiction during the period 
of September 17 to 28, 1956, inclusive, to be conducted in the Ways and Means 
Committee hearing room, New House Office Building, Washington, D. C. 

Representative Boggs emphasized that the subcommittee is desirous of obtain- 
ing balanced and objective information factually presented on all aspects of our 
customs and tariff laws and the trade agreements program, and that the subcom- 
mittee planned to receive testimony not only from interested individuals, groups, 
and organizations who may request to be heard, but also from a number of gen- 
erally recognized experts in the various fields covered by the subcommittee’s 
jurisdiction. 

The subcommittee’s jurisdiction includes such matters as the relation of 
United States customs and tariff laws and of the trade agreements program to 
our foreign economic policy and to domestic agriculture, labor, industry, and 
employment. The subcommittee will be interested in obtaining information on 
questions relating to the adequacy of these laws in providing appropriate policy, 
criteria, and standards, and as to whether these laws provide domestic interests 
with measures and procedures for access to relief that are realistically designed 
to foster the basic objectives of the foreign economic policy of the United States 
to promote the soundness of our domestic economy and to further the national 
security. The subcommittee also will be interested in obtaining information re- 
lating to the adequacy of these laws in authorizing measures aimed at the develop- 
ment of expanded markets for American exports. 

It is planned that the first 3 days of the September hearings (September 17-19) 
will be devoted to the development of factual and authoritative overall informa- 
tion and the practical application of economic considerations bearing directly on 
the subject of international trade with particular emphasis on the relationship 
of these matters to the United States. A description of the general subject matter 
to be covered during the first 3 days of the public hearings is stated in topics A 
and B of the subcommittee agenda as set forth below. 


oo 
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The next 8 days of public hearings (September 20, 21, 22, 24, 25, 26, 27, 28) 
are intended to develop in a direct and practical way the significance of inter- 
national trade (both imports and exports) to the American economy as a whole 
and its particular segments, as well as the impact of imports on our domestic 
economy and the criticisms which have been made of the present statutes and 
the administration thereof. 

The agenda of the subcommittee includes testimony on: 


A. United States trade policy and the national interest 


It is expected under this subject to develop basic information on the position 
of the United States in the world economy, on the significance of trade policy to 
our domestic economy and to our international objectives, and on the fundamental 
trade problems and issues confronting the United States. 


B. The pattern of foreign trade 


It is expected this subject will develop our current knowledge about the eco- 
nomic forces which cause trade to take place and which influence adjustments 


in the composition of our imports and exports, including balances of payments 
and world trade and payments factors. 


CO. Foreign trade, trade policies, trade agreements, program and related commer- 
cial policies, and the United States economy: 


It is expected this topic will develop information on the significance, impact, 
and effect of imports and exports on the United States economy in its entirety 
and on the particular segments thereof, including industry, labor, agriculture, 
and distribution and transportation in the context of the general national 
interest. 

Included among the specific items under topic C on which witnesses are re- 
quested to direct their comments are such subjects as— 

(a) The escape clause and peril-point concepts and procedures ; 
(b) The National Security Amendment ; 

(c) Antidumping, countervailing duties, and unfair competition ; 
(d) Quotas; 

(e) The Buy-American Act; 

(f) Section 22 of the Agricultural Adjustment Act; 

(g) Restrictive trade practices engaged in by foreign countries. 

There is necessarily imposed on the subcommittee a strict limitation on the 
time that can be devoted to these public hearings. In order that the hearings may 
include testimony from the broadest possible cross-section of our economy it will 
be necessary to observe restrictions relative to appearances and testimony. To 
this end, it is requested that industry groups designate one witness to present 
the viewpoint of the industry, unless industry opinion is divided, in which case 
the diverse points of view within such industry will be heard to the extent possi- 
ble. Time will be allocated to witnesses on the basis of the number of witnesses 
to be heard and the total time available. All individuals, groups, industries, 
or organizations, whether witnesses or not, are invited to present pertinent in- 
formation and views in writing (in quadruplicate), for the consideration of the 
subcommittee and for possible inclusion in the printed record. Because of the 
time limitation imposed on the subcommittee for the conduct of these hearings, 
it is urged that wherever possible views be submitted for the record in lieu of a 
personal appearance. 

All persons who desire to appear as witnesses should communicate in writ- 
ing with the clerk of the Committee on Ways and Means, room 1102, New House 
Office Building, Washington 25, D. C., by not later than September 10, 1956: 
The clerk will notify by September 15 each person who is scheduled to testify as 
to the date of his appearance. 

A prospective witness desiring to be heard should set forth in his letter a 
brief statement as to the general nature of his testimony, including the esti- 
mated time required for his proposed statement, and should indicate specifical 
ly where applicable the items (listed (a) through (g) above) to which he intends 
to address his principal remarks. It is not intended to limit the testimony of 
witnesses solely to the topics listed above, since the subcommittee is interested 
in obtaining (1) an evaluation of these topics in the context of the entire pro- 
gram and (2) the more general views of witnesses with particular knowledge 
on the matters involved. ' 

Persons scheduled as witnesses before the subcommittee are requested to sub 
mit 35 copies of their prepared statements at least 24 hours in advance of their 
scheduled appearances. If a witness desires to furnish copies of his statement 
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for the press and the interested public, an additional 35 copies should be sub- 
mitted by the date of his appearance. For the benefit of persons desiring to 
submit material for the record in lieu of an appearance, the record will be kept 
open for the receipt of such material until October 15, 1956. 

It is requested that interested groups cooperate with the subcommittee in 
conserving time and avoiding repetitious testimony by strict compliance with 
the above stated request that there be designated one representative as spokes- 
man for an interested industry, organization, or association. In this connec 
tion the subcommittee chairman has directed the clerk to screen the requests 
to be heard so as to avoid scheduling witnesses who will duplicate the testimony 
of other witnesses and to avoid the appearance of more than one witness from 
industries, organizations, and associations having substantially identical interests. 

Chairman Boggs stated that the subcommittee was not prepared at this time 
to make any announcement with respect to the possibility of any further hearings 
in the waned States or with respect to proposed subcommittee meetings in selected 
cities abroad. 


The members of the subcommittee are— 
Hale Boggs (Louisiana), chairman 
Cecil R. King (California) 

Burr P. Harrison (Virginia) 

Eugene J. McCarthy (Minnesota) 

Thaddeus M. Machrowicz (Michigan) 

Daniel A. Reed (New York) 

John W. Byrnes (Wisconsin) 

Antoni N. Sadlak (Connecticut) 

Thomas B. Curtis (Missouri) 

Ex officio, Hon. Jere Cooper, chairman, Committee on Ways and Means 

Mr. Boaes. Our hearings will open today with a statement by 
Edward S. Mason, dean of the Graduate School of Public Admin- 
istration of Harvard University, who will talk to us on the relation- 
ship of foreign trade policy and the national interest. 

Dean Mason has a nationwide reputation for his many and out- 
standing contributions in the field of government and economic policy. 
He has had a distinguished academic career, and has occupied many 
high positions in the service of the Federal Government. He is emi- 
nently qualified in this field. 

Dean Mason. 


STATEMENT OF EDWARD S. MASON, PROFESSOR OF ECONOMICS 
AND DEAN OF THE GRADUATE SCHOOL OF PUBLIC ADMINISTRA- 
TION, HARVARD UNIVERSITY 


Mr. Mason. Mr. Chairman and gentlemen, my name is Edward S. 
Mason. Iam professor of economics and dean of the Graduate School 
of Public Administration at Harvard University. In 1945 I was 
deputy to Will Clayton, at that time Assistant Secretary of State for 
Economic Affairs. In 1947 I was a member of the President’s Com- 
mittee on the Foreign Aid Program. In 1950 I was deputy to Gordon 
Gray, Special Assistant to the President on Foreign Economic Policy. 
In 1951 and 1952 I was a member of the President’s Materials Polic 
Commission. During the last few years, as Chairman of the Researc 
Advisory Board of the Committee for Economic Development, I have 
participated in preparing a number of policy statements on the tariff 
and other aspects of commercial policy. I have written one book on 
this subject—Controlling World Trade, McGraw-Hill, 1946—and a 
number of papers and articles. Since 1953 I have had an opportunity, 
as adviser to the National Planning Board of Pakistan, of studying 
various aspects of commercial policy in an underdeveloped economy. 
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The tariff question is peculiarly designed to create the maximum 
amount of political heat per unit of economic enlightenment. Al- 
though Senator Ashurst has told us that when public officials feel a 
great heat they are apt to see a great light, I doubt the closeness of 
this connection. The reason for the lack of political relationship 
between these physical properties is easy to understand. A moderate 
increase in the tariff on a particular commodity can be very beneficial 
to a particular group of producers while the adverse effects are so 
thinly spread over a multitude of consumers that no one feels particu- 
larly inclined to squawk. Furthermore, those who may be injured 
most, the foreign suppliers, are unrepresented and unheard. Conse- 

uently, those industry representatives who think they stand to gain 
tions a tariff increase or fear they may lose from a tariff decrease can 
enjoy a field day without the need to encounter any very well organized 
opposition. 

I take it that this subcommittee will hear plenty in subsequent ses- 
sions about the special interests of particular groups and that this 
session is to be devoted to United States trade policy and the national 
interest. 

First, trade policy may affect the productive efficiency and the rate 
of growth of the American economy. 

Second, trade policy may affect national security and our defense 
readiness. 

Third, United States trade policy may affect the prosperity of our 
allies and hence their capacity to contribute to the common defense. 

Fourth, trade policy may produce short-term hardships and local 
dislocations that outweigh any longer term benefits that may accrue 
from this policy. 

Before proceeding, however, to a discussion of these various aspects 
of the national interest it will be useful to set out some facts rele- 
vant to the foreign trade of the United States and our position in 
the world economy. Although most of these facts are well known to 
all of us, it is well to bear them in mind in considering the relation 
of trade policy to the national interest. 

The first of these is this: Although imports into the United States 
form a small percent of national output and income, this country is the 
world’s largest importer. In 1955 our imports at $11.5 billion 
amounted to slightly more than 12 percent of total world trade. It 
follows from this that a variation in our imports that may be small in 
relation to our national income may have large consequences for the 
foreign trade of other countries. 

The ratio of United States imports to domestic production is not 
only small but has declined fairly steadily since the 1920’s. The ratio 
of imports to gross national product declined from something over 
4 percent in the late 1920’s to something over 3 percent in the period 
1950-55. The decline in the relative importance of imports of finished 
manufactures has been even more striking. In the late 1920’s these 
imports were about 1 percent of gross national product while in the 
period 1950-55 they averaged no more than six-tenths of 1 percent. 
It follows from this that a moderate increase or decrease in our imports 
will not change significantly the ratio of foreign to domestic trade. 

The third fact that seems to be important is the fact that since 
World War II the United States has become a net importer of raw 








8 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


materials on a sizable scale. Before 1939 we were net exporters. This 
country is now a net importer of both agricultural and mineral raw 
materials. In 1950 our net imports were roughly 9 percent of our 
total raw material consumption. According to the projections of the 
Paley Commission we ny net importers to the extent of 20 percent 
of our raw material consumption by 1975. If this happens the ratio of 
total imports to gross-national product, after declining steadily for 
25 years, may begin to rise. 

The fourth point that it seems to me is important to mention is that 
the ratio of foreign to domestic trade which is low in the United States 
is relatively high in other industrial countries of the free world on 
whom we must rely for collective defense. The ratio of imports to 
gross national product in Britain is about 20 percent ; in Canada about 
30 percent; in Belgium 30 percent; in Japan 12 percent. In these 
countries, ability to pay for imports is a necessary condition of pros- 
perity and economic growth and any action abroad that curtails 
export possibilities may inflict serious injury. 

A fifth fact is that although the ratio of exports to domestic produc- 
tion in many of the underdeveloped, raw materials exporting countries 
of the free world is relatively low—in India it is currently about 7 
percent—these countries are encountering increasing difficulties in 
disposing of their exports in the West. Economic development in 
these countries is dependent upon import of products necessary to 
‘economic growth. Recently these countries have been having a great 
deal of difficulty in increasing their exports of raw materials. 

Recent trade agreements between Burma, Ceylon, India, Afghan- 
istan, and others with various countries in the Soviet orbit are, in part, 
a reflection of these difficulties. 

A sixth fact, and this is one that causes great difficulty in respect to 
tariff policy, is that in the field of manufacturers, the import-compet- 
ing goods impinge most strongly on a class of industries that are not 
growing rapidly, pay relatively low wages and profits, and are rela- 
tively labor intensive. Among these are woolens and worsteds, cotton 
textiles, hats, shoes, leather goods, low-priced jewelry, pottery, glass- 
ware, and cutlery. The characteristics of these industries are such 
‘that a relatively small increase in imports may have a relatively large 
effect on profit rates and employment. Furthermore, these industries 
tend to be localized, particularly in New England, but also, for some, 
in southern West Virginia and Ohio, and, for cotton textiles in the 
South. An increase in manufactured imports would probably, over 
time, shift resources into the high-wage, high-profits, exporting indus- 
tries. But there might be much hardship in the process. 

Seventh, in the field of mineral raw materials, domestic supplies of 
some of our basic materials are increasingly high cost as compared 
to foreign sources of supply. This is true of oil, iron ore, copper, lead, 
zinc, and aluminum. We are forced to shift to lower grade resources. 
Unless we are willing to see an increasing percent of domestic con- 
sumption supplied from abroad we will face sharp increases in raw 
materials costs. 

Finally, in the field of agricultural production there is nothing we 
can do with trade policy that will prevent a continued shift of popula- 
tion out of agriculture. The consumption of foodstuffs grows rela- 
tively slowly in relation to national income, and technical improve- 
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ments in agricultural production make it possible to supply increased 
output with labor inputs that will continue to decline. If agricultural 
imports are to be increased the interests that would suffer would be 
the producers of sugar, dairy products, wool, cattle, and some other 
products. Such an increase in imports might lead to expanded ex- 
ports of cotton, wheat, and tobacco. 

Consequently, in agriculture, whatever we do in the field of trade 
policy, I think we confront a declining employment in agriculture. 

These are some of the characteristics of the foreign trade position 
of the United States that seem to me to be relevant to a solheiieiuliind 
of the national interest. I turn now to the four aspects, previously 
mentioned, of the relation between trade policy and the national 
interest. 

Let me then come to the first point which is concerned with trade 
policy and the efficiency and rate of growth of the American economy. 

I do not think there can be any doubt about it that efficiency in 
resource use and the rate of economic growth of a country are usually 
increased by transferring labor and capital from industries and areas 
in which productivity sa lows to industries and areas in which produc- 
tivity is high. In general the relatively productive uses of labor and 
capital in the United States tend to lie in capital intensive mass-pro- 
duction industries such as iron and steel, machinery, transportation 
equipment, electrical yf vem eury. consumers durables, electronics, and 
those branches of the chemical industry that lend themselves to con- 
tinuous processing. In general, also, these are the industries in which 
teclignieal progress is most rapid and an investment of resources is 


likely to yield the largest contribution to economic growth. It needs 


to be considered, however, what magnitude of contribution to efli- 
ciency and growth any feasible transfer is likely to make and at what 
cost in labor and capital displacement. 

It can hardly be pretended that in an economy in which imports are 
little more than 3 percent of GNP that the gains in efficiency from 
such a transfer can be very great. It would require a very drastic 
reduction of import duties to increase imports by as much as $1 billion 
a year and the displacement of domestic output would be largely at 
the expense of agriculture, crude oil, and nondurable manufactured 

roducts. If we imagine that the resources required to produce this 
$1 billion of output are transferred without difficulty to the more 
productive export industries, the increase in GNP might be a small 
fraction of 1 percent of GNP. Obviously this is worth doing if the 
transfer costs are not excessive, but there is no use expecting from a 
change in trade policy a very large contribution to efficiency and the 
rate of economic growth. 

There is a possibility, however, that with increasing dependence on 
foreign sources of mineral supplies, the range of action open to trade 
policy may have a much larger impact on efficiency and growth rates. 
With respect to iron ore, copper, lead, zinc, oil, and perhaps some 
other minerals, we are facing a situation in which, if we attempt to be 
self-sufficient or even more largely self-sufficient than we are now, it 
can only be at the expense of sharply rising costs. We appear to be 
close to the end of our high-grade supplies of Mesabi iron ore. New 
sizable discoveries of copper, lead, and zinc in the United States have 
been few and far between during the last few years. The 11-barrel- 
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a-day average of American oil wells as against the 200-barrel-a-day 
average in Venezuela and the 5,000-barrel-a-day average for the Middle 
East gives some notion of the relatively high real cost of current 
American oil production, and there is ample evidence that costs of oil 
discovery in this country are rising. 

Despite the relatively high current cost of United States mineral 
production and the expectation that it will rise rapidly in the future, 
there is continuous pressure from producer groups for a reduction of 
imports. This can, over the long run, lead only to a curtailment of 
efficiency and a reduction in the rate of economic growth in the 
United States. 

The changing position of this country with respect to mineral sup- 
plies is nowhere better illustrated than in the field of basic energy 
resources. Our economic growth and the process of industrialization 
has hitherto depended, among other things, on extraordinarily low 
costs of energy. Our coal has been easier to mine and cheaper than 
that of other countries. Until recently the cost of oil anywhere in the 
free world has been the United States gulf price plus transport costs. 
And our supplies of natural gas have been extraordinarily cheap and 
abundant. This advantageous position is changing rapidly. The 
relative price of gas has risen rapidly during the last few years and 
will undoubtedly rise further. Crude oil from the Middle East can 
now be laid down in most of Europe at a delivered price lower than 
the f. o. b. price in Texas. Only in coal do we still have our earlier 
advantages and coal continues to decline in relative importance as 
an energy source. 

I do not wish, however, in considering the changing mineral posi- 
tion of the United States, to sound alarmist. It must be remembered 
that the total value of industrial raw materials in United States pro- 
duction is less than 10 percent of national income, and the total energy 
costs in manufacture are not more than 4 percent of the total value 
of manufactured products. We could stand, therefore, a substantial 
rise in the real costs of raw materials and energy supplies without 
damaging effects on our rate of economic growth. While admitting 
these facts, it nevertheless remains true that this is an area in which 
trade policy can significantly effect the efficiency of resource use and 
the development of the American economy. 

Looking at the relationship between United States trade policy 
and the efficiency of resource use in the broad, I think two things may 
be said. First, the possibilities of increasing productivity in the 
American economy by a liberal trade policy or of diminishing pro- 
ductivity by an illiberal policy are not nearly as great as in most 
other countries in the free world. Primarily this is because of the 
very low ratio of imports to domestic output in this country. Second, 
there is still room for some increase in productivity through shifting 
resources from low productivity import areas to high productivity 
export areas and there is a real possibility of a significant decrease 
in productivity if we pursue a trade policy designed to make us more 
self-sufficient particularly in the area of mineral products. 

Let me turn now to the second point which has to do with the rela- 
tionship between United States trade policy and the prosperity of our 
allies. . 

This country is committed to a policy of collective defense. This 
policy is of such a nature that we are inevitably concerned with the 
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economic well-being, the independence, and the ability to defend 
itself, of every country this side of the Iron Curtain. 

With the NATO countries of E urope, the SEATO countries of the 
Far East and Southeast Asia and the so-called Baghdad group we 
participate in common defense arrangements. But we are ; also deeply 
concerned with the economic well-being and continued political inde- 
pendence of the so-called neutralist countries such as India. These 
neutralist countries may not be for us but it is highly important that 
economic difficulties not lead them into alinements that are directed 
against us. This is not the place either to defend or to attack this 
policy. My concern here is only with its implications for United 
States trade policy. 

Most of the countries of the free world import and export a much 
larger fraction of their domestic production and consumption than 
does the United States. They are vitally dependent on export markets 
and on foreign sources of supply. Consequently, their attitudes to- 
ward exports is fundamentally different from our own. They export 
in order to live; we tend to regard exports as all right in their place 
but essentially ‘a decoration in the basic structure of our domestic 
economy. Moreover, the industrial economies of Western Europe and 
Japan which are capable of military production find that their con- 
tribution to collective defense is definitely conditioned by their ex- 
port earnings. The so-called underdeveloped countries of southern 
Asia, Latin America and elsewhere likewise find that their economic 
development is conditioned by foreign exchange earnings. Conse- 
quently, all, or almost all, the countries with whom our basic security 
policy forces us to be concerned are heavily interested in expanding 
exports, and, since the United States accounts for more than 12 per- 
cent of total world imports, they are vitally interested in the United 
States market. 

During the last few years the United States has been supplying 
to the rest of the free world, under military and economic assistance 
programs, some four to five billion dollars a year and it is pretty clear 
that present defense arrangements and, in certain countries, the cur- 
rent rate of economic development, is heavily dependent on their 
supply of dollars. Recently there has been much talk both at home 
and abroad of the inequity of continued foreign aid and the desira- 
bility of substituting normal export earnings for extraordinary grants 
and loans. The familiar slogan is “Trade not aid.” On this subject 
one thing is very clear; it does not lie within the power of the United 
States by its own action to create in this country earnings possibili- 
ties equal to the present aid program. If trade is in fact to be substi- 
tuted for aid, the primary responsibility for action lies abroad. For- 
eign exports "will have to become more competitive not only in the 
United States but all over the world than they are now. 

As I have already pointed out it would require a very drastic 
reduction in United States trade barriers—going far beyond any- 
thing I should be prepared to defend—to increase imports by $1 
billion, which represents a relatively small fraction of our current 
aid program. The real possibilities probably represent no more than 
a few hundred millions. But though the possibilities of substituting 
trade for aid by action in the area of United States trade policy are 
small, and though the main responsibility for action lies abroad, it is 
important that we do our part. 

83979—56—pt. 1——-2 
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This is the more important in that the maintenance and strength- 
ening of a liberal United States trade policy has come to have abroad 
a symbolic significance that runs far beyond what I believe to be its 
real importance. In foreign countries United States action in this 
field is taken as an earnest of what we are prepared to do toward 
pulling the free world together into a group of cooperating nations. 
Consequently, our trade policy has become an important factor in 
the whole concept of collective defense. 

Before leaving this subject I should like to comment on one objec- 
tion that is frequently raised to the substitution of trade for aid. 
This substitution involves, it is said, the placing of an exhorbitant 
burden for the support of what is, after all, a national security policy, 
on the small group of domestic producers who are asked to give up 
their markets to foreigners. Since this is a national policy why should 
it not be supported by general taxation; i. e., by an indefinite con- 
tinuance of foreign aid. There is substantial merit to this argument. 
If it is proposed to go very far in shifting the burden from the general 
taxpayer to particular industries, and if there were no other reasons 
for expanding imports, the merits would be overwhelming. 

There are, however, 1 or 2 things to be said on the other side. Earn- 
ings by trade haye a very different value, both real and symbolic, 
abroad and at home, than grants in aid. They not only represent a 
return to effort rather than largesse but they carry a promise of per- 
manence, if the effort is sustained, and are not dependent on the 
yearly action of Congress. Concerning American attitudes, this com- 
mittee knows better than I whether foreign governments can count 
on an indefinite continuation of foreign aid. Finally, the political 
argument for increasing imports does not stand alone but is supple- 
mented and strengthened by considerations of domestic efficiency and 
economic growth. 

Now, thirdly, let me turn to the question of the relation between 
trade policy and national security and defense readiness. 

I take it for granted that the security of the United States requires 
the availability of adequate quantities of necessary goods and services 
at the right time. If adequate availability demands the development 
of domestic resources that could be more cheaply secured from abroad, 
Jet us by all means incur the costs needed to bring forth the domestic 
output. I do not find, however, that protection of domestic produc- 
tion is necessary to national security in very many cases. 

The situations that are usually cited as “justifying tariff protection 
for national defense have to do with strategic materials or with types 
of productive facilities difficult to construct or expand or skills that 
are difficult to acquire. For materials capable of stockpiling—and 
most strategic materials are—stockpiling 1 in peacetime from low-cost 
sources, either domestic or foreign is much to be preferred to pro- 
tection of domestic output, which means procurement from high-cost 
sources both in peace and war. The existence of an adequate stock- 
pile, moreover, can make it unnecessary in wartime to divert scarce 
manpower away from military service and into the wartime pro- 
duction of strategic materials. There is no case, that makes sense 
to me, for protection of any domestic metal on security grounds. Oil 
represents a rather special case that I shall return to presently. 

As for skills of various sorts, the transferability of technical skills 
in a highly industrialized economy demanding precision work of all 
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types, is such as sircgy weaken the claims to indispensability of 
any particular group. Furthermore, the ease with which the sup- 
posedly difficult task of lens grinding, to cite one example, was sub- 
divided and taught to rank amateurs during the war, suggests that in 
time of need almost any skill can be quickly acquired. If large seg- 
ments of the industrial economy such as electronics, machine tools, 
or electrical engineering were threatened with destruction by imports 
from abroad there might be a case, on defense ground, for protection. 
But these are cesciaity the industrial segments in which in general 
we have production advantages. The manufacturing industries re- 
quired for military production are in the main our export industries. 

The case for tariff protection, on defense grounds, of the watch 
industry seems to me to be excessively weak. And, with respect to 
American manufacture in general, I would be quite content to take 
my stand with the report of the Randall Commission. If the maintain- 
ing in being of a section of American industry is sufficiently important 
to the national defense to make the Defense Department willing to in- 
clude its cost of maintenance in the defense budget, tariff protection 
might well be considered as one of the methods of maintaining this 
industry. 

The general case against adapting tariff policy to defense purposes 
may be subject to an exception in the case of oil. Some 40 percent of 
our total energy requirements are currently met from petroleum 
sources and our European allies are increasingly dependent on oil to 
meet their energy needs. At present about 15 percent of United 
States oil consumption is covered by imports. Although most of 
these imports come from Venezuela which, in the event of war, must 
be judged a relatively safe source, Europe imports almost all its oil 
from the Middle East. The current Suez crisis highlights the vul- 
nerability of this source both for Europe and the United States. 

We obviously need a protective reserve against this contingency; a 
reserve representing this difference between current Western Hemi- 
sphere production and what could be produced in an emergency. Our 
present system of oil proration plus tax incentives to exploration seems 
well designed to provide this protective cushion. The only question is 
whether the cost of maintaining the cushion is not excessive as com- 
pared with possible alternatives. 

The present system of oil proration together with official and un- 
official limitations to imports produces a relatively high and stable 
price for oil which induces large investments in oil exploration. This 
inducement is enhanced by depletion allowances and other tax ad- 
vantages. The combination of active search for new oil sources and 
limitation of rate of production from existing oil sources tends to 
produce the cushion of reserve capacity required for defense. 

The cost of maintaining this cushion, however, is very high. Prora- 
tion, assisted by import limitation, maintains the price of oil at a 
level sufficient to cover the costs of stripper operations in Texas and 
elsewhere, not only in the United States but all over the free world. 
It permits the 10-barrel-a-day wells of the United States to compete 
with the 400-barrel-a-day wells of Venezuela and the 5,000-barrel-a- 
day wells of the Middle East. It seems probable that a relaxation 
of imports would lower the price of oil in the United States and 
elsewhere. 
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Increasing dependence on foreign oil would clearly require, for 
defense purposes, an increase in accessible reserves, and this increase 
would hardly be provided under conditions of a declining price for 
oil with our present incentives. There may well be alternative ways 
of providing this cushion that do not require the continuous mainte- 
nance of high energy costs in the United States. I am not, however, 

repared to suggest alternatives. The only points I want to emphasize 
Sats are: That oil may well represent a special case justifying import 
limitation for defense purposes; that our present system does tend to 
give us a protective cushion but at the cost of maintaining continu- 
ously a relatively high price for an important source of energy; and 
that there may be alternative ways of meeting our defense needs at 
lower cost. 

Now, finally, let me come to my fourth point, which is concerned 
with the relationship between trade policy and economic dislocation. 

The great difficulty confronting a liberalization of United States 
trade policy arises out of the fact that increased imports would im- 
pinge largely on a group of industries that are already subject to 
serious pressure from domestic economic forces. The import-competi- 
tive industries that would bear the main brunt of general tariff reduc- 
tion are, in general, the older non-durable-goods industries such as 
textiles, shoes, china and glassware, cutlery, and low-priced jewelry, 
and some important branches of agriculture. Characteristic of these 
industries is that they are growing slowly if at all, that the pressure 
of technological change is already forcing a reduction in employment, 
and that they are frequently located in areas in which there are few 
alternative opportunities for employment. Both wages and profits 
in these industries tend to be relatively low as compared with wages 
and profits in expanding export industries. 

The foreign areas in the free world that would mainly benefit from 
tariff reductions on this range of manufactured products are Western 
Europe and Japan. These areas not only include the countries on 
which we must rely heavily for collective defense, but these countries 
are also, to some extent, discriminated against by our tariff structure. 


In 1950, as Don Humphrey has pointed out in a recent book called 
American Imports: 


Average rates on all dutiable imports were 13 percent compared with 19 percent 
on dutiable imports from Europe and 28 percent on dutiable imports from Japan. 
Also a much smaller part of imports from Europe than elsewhere are duty free. 
Over the long run there can be no doubt that some transfer of re- 
sources out of the older nondurable goods industries and into the grow- 
ing export industries would increase economic efficiency and the rate of 
growth of the American economy. It will not promot efficiency, how- 
ever, to displace resources in these industries at a more rapid rate than 
they can be absorbed elsewhere. This will only add to unemployment. 
What seems to be required is a middle course between a trade policy 
designed to protect every employee and every dollar of capital in its 
present employment and one that pays no attention to the problem of 
transfer costs. 
_ The problem faced by an attempt to increase agricultural imports 
ismuch the same. The consumption of food rises slowly in relation to 
national income and the rapid improvement of production methods in 
agriculture means that increased food requirements can be met by a 











CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 15 


continually smaller number of men on the land. Consequently, even 
with no change in trade policy, there is a persistent problem of finding 
jobs in industry for displaced farmers and agricultural workers. A 
liberalization of trade policy for agricultural imports would only 
exacerbate this problem. 

There are, however, some branches of industry in which it seems 

ossible to encourage imports without such severe domestic efforts. 

oreign exports of automobiles in the small-car flow-priced class seem 
to be finding a substantial United States market but are still handi- 
capped by the tariff. Certain types of electrical machinery requiring 
production to specification can compete with domestic output and are 
now handicapped by United States trade policy. Small-batch chemi- 
cal processes enjoy a similar advantage and there are other examples. 
Furthermore, these products are mainly manufactured by large multi- 
product firms in areas in which employment opportunities are nu- 
merous. Consequently, in these and other sectors of industry it may be 
possible to encourage imports without inflicting great hardship on 
domestic producers and their employees. 

If tariff reduction leads to persistent unemployment of resources, 
this involves a loss of efficiency in an overall sense that needs to be set 
against the possibility of gains from a long-run shift of resources into 
more productive employment. This loss is not merely a sectional 
concern and needs to be taken into account in any consideration of 
the relation of trade policy to the national interest. 

Should the effect of trade policy on the distribution of income also 
be taken into account? It seems probable that increased imports 
would reduce incomes already low in the major import-competing 
industries in favor of incomes already high in the capital-intensive, 
mass-production, export industries. While I would recognize more 
equal income distribution as a desirable good, trade policy seems to be a 
singularly inept way to bring this about. In the first place there 
are high-profit as well as low-profit concerns even in the import- 
competing industries and an attempt by means of the tariff to keep 
in business the high-cost marginal producers will also raise already 
adequate profits of the low-cost firms. Something like this effect is 
clearly visible in our agricultural support programs where a shock- 
ingly large fraction of the benefits go to a small group of wealthy 
landowners. Second, there are much more effective ways of rectify- 
ing inequalities of income than trade policy and these are easily 
available. Third, the trade policy route inevitably leads to tariff rates 
that vary directly with the unproductiveness of resource use. The 
more unproductive the industry, from a national point of view, the 
higher the tariff that cam be justified. For all these reasons I reject 
Income equalization as a goal for trade policy. 

These considerations add up, in my atiat, to the following proposi- 
tions concerning the relation of trade policy to the national interest. 
Subjecting domestic business to a greater degree of foreign competition 
will, over time, lead to a transfer of resources from low productivity 
to high productivity uses and thus increase efficiency in the American 
economy. By reason, however, of the smallness of our present and 
potential dependence on imports, this increase will not be large. An 
expanded opportunity for other countries in the free world to earn 
dollars by exports to the American market will facilitate cooperation 
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in the interests of common defense. But the opportunities that can 
be made available are unlikely to produce in dollar earnings more 
than a fraction of what is now made available under foreign-aid 
programs. ; : 
Considerations of efficiency and mutual defense justify a persistent 
attack on our own as well as other trade barriers. But the attack 
must be selective, since a displacement of resources much faster than 
they can be reabsorbed into employment is a doubtful contribution to 
efficiency and to mutual defense. Adverse repercussions are apt to 
be least in expanding industries in which multiproduct firms predomi- 
nate. In the older, relatively stagnant, non-durable-goods industries, 
progress toward trade liberalization should be much slower. Finally, 
the argument that readiness for war requires the protection of domestic 
production seems to me to be, in general, weak, though this proposi- 
tion may permit of one or two exceptions. 

Thank you, Mr. Chairman. 

Mr. Boees. Thank you very much, Dr. Mason. 

Mr. Harrison, do you have any questions ? 

Mr. Harrison. Doctor, I would like to ask you about any sugges- 
tions you might have as to legislation along the line of your discus- 
sion of the trade policy and economic dislocation. It would help me 
a little in discussing it with you if I could preface that with an illus- 
tration of a case, and I do not know how typical it is, but there are 
complaints that come to us from people affected. It makes it appear 
to me that it may be a more general application than we realize. 

On Friday of last week I had the privilege of going through a little 
factory in my district. Its business is that of manufacturing velve- 
teen products, corduroy products, and velvet products. In the velve- 
teen department I went through several rooms larger than this in 
which there were expensive machinery entirely idle and gathering 
cobwebs, covered with velveteen, unsold velveteen products, and ma- 
chinery incapable of being used for anything else. As to that branch, 
the Tariff Commission tells me that in the last few years a situation 
which had been that the British and the Belgians and the American 
manufacturers shared the market, in the last few years the British 
and Belgians have been driven out of the market, and that over 50 
percent of the market has been taken over by the Japanese. They 
undersell the American producer by 35 percent. 

The employment there, of course, is gone, in addition to that 
machinery. 

In the corduroy department there is a situation in which a year 
ago it had been operated on 2 shifts and it is now down to 4 days a 
week on 1 shift. The management showed me what purported to be 
authentic figures, showing an increased Japanese importation in the 
last year from 600,000 yards a year to 1,800,000 yards a month. 

In the velvet department there was full operation on two shifts, 
and the explanation given to me there was that the production de- 
pended on their machinery and the labor had very little to do with it. 

Now, it is obvious, I think, what happened there. The velveteen 
end of that business is economically unsound as a result of recent 
tariff concessions, and what appears to be happening in the corduroy 
end of it is also—it is economically unsound there also—and it causes 
a bitterness among those employees which was expressed to me, an 
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intense bitterness toward the Japanese, or it would happen to what- 
ever ally of ours might be affected. 

Now let us take that case. What happened to the peril-point provi- 
sion of the tariff laws there, in that case, if that is an example of 4 
situation of economic dislocation ? 

Mr. Mason. Mr. Congressman, you are asking a question about 
which I think quite a number of things have to he said. You said 
finally what would happen under the peril-point provision, and let me 
come to that presently. 

Mr. Harrison. And, also, I would ask, so that you may go ahead 
and answer in your own words, they tell me of their protracted and 
expensive and never-ending litigation before the Tariff Commission 
under the escape clause. That has been going on now, they say, for 
nearly a year, and there is no assurance if they prove their case to the 
satisfaction of the Tariff Commission that they will have relief. 

Now, have you any suggestions as to how from a legislative view- 
point we can do something to prevent such a situation, or to give a 
manufacturer a more satisfactory and speedy method of getting relief 
from that sort of a situation? How general is that situation ? 

Mr. Mason. I think the first statement to be made is that nothing 
that you can do in legislation is going to prevent some of these situa- 
tions from arising. ees shift of resources out of unproductive uses 
and into more productive uses is going to be necessary to undertake 
any kind of liberalization of trade policy at all. Of course, this kind 
of a shift has been going on in the United States for the last 150 years. 
It comes about all of the time, to a much more important extent by the 
growth of competing domestic industries than the growth of imports. 
I take it that this is one of the adverse aspects of the whole problem 
of economic growth in the United States. 

If you want to insist on protecting every high-cost, inefficient, and 
nonproductive concern, you have to strike a great blow against effi- 
clency in resource use and economic growth in the United States. Some 
of that has to take place. I think that is the first statement that would 
have to be made. 

I think the second statement that should be made is that there are 
some types of economic activity in the United States in which you can 
bring about an increase of imports without very serious dislocation. 

Now, in general those are industries which are growing industries, 
and which, if you increased imports, you are simply dividing the 
increase in the domestic market between domestic producers and for- 
eign producers. I think legislation, or certainly the administration 
of legislation, ought to take account in application of tariff policy, of 
what is the state of the industry, is it growing or declining industry, 
and it ought to take account of whether or not the typical firms in 
this industry are multiproduct firms so that if one product is injured, 
that firm simply can shift resources within its own firm into other 
industries. 

The third thing that I think ought to be said about it concerns the 
question of whether there is any way of recompensing manufacturers 
and workers who lose profits and lose jobs and lose capital by reason 
of import increases. I have heard a tremendous amount of discussion 
of that particular problem in the Committee for Economic Develop- 
ment, and elsewhere, and I must say that it represents, to my mind, a 
very difficult problem to handle by legislation. 
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I think that the difficulty arises out of this problem, that when you 
are confronted with a firm that is in difficulty, and a part of the 
difficulty may be due to a reduction of tariffs on imports, it is practi- 
cally impossible to separate out the damage done by the increase of 
imports from all of the other competitive consequences that exist in 
the American economy. 

This firm that you may be talking about, I do not know in detail. 
That firm may be meeting with increased domestic competition from 
other substitute industries in the United States. I do not know. If 
this firm does not, other firms in a similar situation do. Now I would 
say that it is beyond the power of economists or anybody else by any 
process of statistical snvidtyis to separate out with respect to a par- 
ticular firm the amount of damage that is being caused by tariff reduc- 
tion from the other damages that is being caused by a whole series of 
things that may be impinging at the same time on this firm. 

The other way that has been suggested, of course, of handling this 
type of problem is to handle it by public policies that are designed to 
deal with distressed area situations. There may be a distressed area 
situation in New England or elsewhere for which tariffs are partly 
responsible, but for which they are not mainly responsible. Never- 
theless there is something to be said for attempting to find other 
employment opportunities in the area, and perhaps retraining workers 
possibly we could consider compensating employers for capi- 
tal lost. 

Now, I think if you are going to try to go into this compensation 
base business, probably the only way of handling it is to handle it on 
a kind of distressed area basis, because I do not think that firm by 
firm you can really separate out particular causes and effects. 

Finally, you came to the question of the peril point. I am sure 
my colleagues, Professor Harris and Willard Thorp are going to be 
able to tell you much more about that than I am. I think if you 
interpret our current legislation in such fashion as to attempt to 
give tariff protection to any firm or industry which is likely or may 
possibly be injured by increasing imports, you are going to emasculate 
trade policy to a very considerable extent. It does seem to me that 
there has to be some kind of demonstration of injury before this 
kind of situation is taken into account. 

I think, secondly, in interpreting damage to an industry, some 
showing has to be made of an absolute decline in output or employ- 
ment. I would say it is no injury to an industry if it is a growing 
industry, and the increase is shared by both importers and domestic 
producers. 

Mr. Harrison. Let me ask you this: Can we say that the ideal tariff 
wall should be at a rate that would enable the importer to come into 
this country on a fairly competitive basis with American industry ? 

Mr. Mason. No, I would say not; because I would say there are a 
whole group of products in which foreign production is substantially 
more soansmnioed than United States production and we ought to 
import goods of that sort. 

Mr. Harrison. Now, what industries do you have in mind? 

Mr. Mason. Well, in the case of mineral supplies, it is very easy 
to see. All kinds of mineral products are produced more cheaply 
than in the United States because the grades of resources available 
abroad are much higher than here. 
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I would say with respect to manufactured products, in general 
goods which are highly labor-intensive, requiring lots of labor per 
unit of product, are goods which we don’t produce very economically 
in this country. We ought to import those goods. 

Mr. Harrison. Do you think it is economically sound to permit 
such importation as would put out of operation machinery aaa labor 
that has been successfully operated up to this time? 

Mr. Mason. I would say there are two points to make here: First, 
if the successful domestic operation has been only possible because 
of the very high tariff protection, I would say that is a pretty good 
indication that this product can be produced more economically abroad 
than at home. 

I would say, secondly, that certainly if the industry does not enjoy 
very high tariff protection now, one of the things that has to be taken 
into account is the rapidity at which your domestic resources are 
being replaced. 

I think I said that it is not going to increase the efficiency of resource 
use if you produce a large volume of unemployment in the United 
States by increasing imports. 

At the same time, I do think that there has to be continuous pressure, 
or should be continuous pressure in the interest of efficiency, to move 
resources of an industry in which they are not very productively used 
into the industries in which they can be productively used. 

Mr. Harrison. Assuming, now, it can be produced more econom- 
ically abroad, would you advocate a policy that would permit, as I 
understood your statement, such importation as would cause a large 
body of unemployment to exist in the industry, a large amount of 
nonuse of existing factory facilities? 

Mr. Mason. I would certainly take that into account. If your tariff 
protection demonstrably leads in that direction, I would say call a halt 
to further tariff reduction. 

Mr. Harrison. I think possibly this example is not an isolated case. 

Is it economically sound to have a situation where a few years ago 
there was a profitable domestic industry, sharing the American market 
with British and Belgian competitors, then to adopt a tariff policy 
that closes down the American factory and drives out the British and 
French through Japanese competition? Is that a healthy competition? 

Mr. Mason. The things to consider are: First, how high is the 
tariff protection necessary to maintain this industry? That is some 
indication of the relative efficiency of production. The second thing 
is: Are there alternative employment opportunities fairly easily avail- 
able for these workers? 

I think that those would be the main considerations that I would 
bear in mind in dealing with this particular case. My own judgment 
would be that unemployment of human resources is the leading diffi- 
culty you have to encounter. 

Mr. Harrison. What can be done about it ? 

Mr. Mason. I think the only thing that can be done, and this is not 
admittedly an effective device for handling this particular case, I think 
the only thing that can be done is to devise some kind of program for 
distressed areas. 
piri — think you can pick out particular firms who have been 
injured. 
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Mr. Harrison. It is an industry, the entire industry; it is a small 
industry. 

The Japanese throughout the United States are underselling the 
products of this industry by 35 percent, so the Tariff Commission tells 
me. That is not an area problem. It is an industry problem. 

Mr. Mason. I can only repeat what I said before: If the imports 
are coming in at so rapid a rate that resources are being displaced 
that cannot be employed elsewhere, then I would not reduce tariffs 
fast in that industry if, indeed, I would reduce them at all. 

But that, I think, involves you in a consideration as to what the 
alternative employment opportunities are for displaced people in this 
industry. If they are large, then the hardship may not be particularly 
serious. 

Of course, there are all other kinds of complications; is this ma- 
chinery so specialized that this industry cannot be used elsewhere; can 
it be adapted to other uses? 

Mr. Harrison. You say under certain circumstances you would 
not reduce the tariff. Now, what can be done when a tariff has been 
reduced to that point? Is there any way we can expedite to make 
easier a consideration of that problem, whether that industry is en- 
titled to some relief ? 

Mr. Mason. Of course, there are a few things that you can think 
of. You may be able to handle the labor situation by going in and 
undertaking some kind of retraining program in that industry, or by 
active labor exchange operations designed to find other jobs for these 
people. 

You may be able to do something with respect to advice on finding 
other opportunities for use of the machinery, equipment, and so on. 

Those are the only things I can think of. I should say, also, you 

robably don’t reduce the tariffs, or maybe you increase them if you 
ave got a situation in which your resources cannot be reabsorbed 
elsewhere. 

Mr. Harrison. Let us say that tariffs have been reduced. 

Mr. Mason. I must say in my own opinion the escape clause and 
the peril point, as now interpreted, go about as far as they should go; 
in fact, I think they go a little bit too far. 

Mr. Harrison. Then under such a circumstance as where the tar- 
iffs have been reduced, can you make any suggestion as to what we 
could or should do about it ? 

Mr. Mason. You are postulating a case in which the industry is 
going down the drain ? 

Mr. Harrison. As a result of competition, new competition, from 
Japan, as a result of lowered imports which has driven out of the 
American market not only the American producer, but the European 
producer ? 

Mr. Mason. That would mean to my mind that physical output is 
declining and presumably at a fairly rapid rate, that employment in 
this industry is declining at a fairly rapid rate. 

And under those circumstances your escape clause seems to me to 
provide pretty ample protection. 

Mr. Harrison. Thank you, sir. 

Mr. Boces. In your main statement, referring to this problem that 
Mr. Harrison mentioned, my recollection is that you said that a bal- 
ance must be struck ; we should not proceed too fast. 
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Would you say that in the case mentioned by Mr. Harrison that the 
balance had been struck? 

Mr. Mason. I would like to know what the facts in this case are 
with respect to the industry. 

The statement was that in a particular plant certain machinery 
was lying idle. 

Mr. Bocas. I think he referred pretty generally to the industry. 

Mr. Harrison. It applies to the industry and according to the 
Tariff Commission the imports from Japan have risen from 1 percent 
to over 50 percent of the domestic market. 

Mr. Mason. Do you know what has happened to the domestic pro- 
duction in this industry in the last few years? 

Mr. Harrison. The domestic production has gone to pot. 

Mr. Mason. Do you know in percentage terms how much it has 
declined ? 

Mr. Harrison. It is bound to have declined over 50 percent. I 
know that the Tariff Commission tells me that the Japanese undersell 
the producers in the American market by 35 percent. 

The British and Belgians who used to enjoy this market, or a sub- 
stantial portion of it, are now completely out. 

I know that in the one factor, it is a very small industry, only 3 or 
4 plants, I select as an illustration, because, Doctor, I hear it every- 
where about such a situation. I want to know how true it is. 

Mr. Mason. I would say on the basis of a statement of this fact that 
this is an industry that obviously ought to come under the escape 
clause and has a perfect case for coming under this escape clause. 

Mr. Harrison. In the meantime their feet are hurt? 

Mr. Mason. O. K., you are talking about administrative problems 
then, as to how to accelerate operations under the escape clause ? 

Mr. Harrison. Yes. 

Mr. Mason. I don’t have any suggestion about that. I don’t feel 
I know enough about the administrative problem. 

Mr. Boges. We have members of our staff here, Mr. Morrison, Mr. 
Martin, Mr. Nutter. 

Mr. E. Martin. When you gave statistics of $1114 billion of im- 
ports last year, they were all goods, weren’t they ? 

Mr. Mason. I don’t know whether that is goods and services, or 
goods. 

Mr. E. Martin. Then you indicated that the imports had a con- 
siderable decline in their significance to us since the 1920’s. 

Actually, that $1114 billion represented nearly a tripling of im- 
ports from the 1920’s, did it not? 

Mr. Mason. (1) Of course there is a tremendous increase in the 
price level; (2) there is a tremendous increase in our national income 
since the 1920’s. 

_ I was giving that changed ratio as the percentage of the value of 
imports to gross national production. The ratio was roughly 4 per- 
cent in 1920; it is roughly 3 percent now. 

Mr. E. Martin. That was my next question, as to whether that is 
the best and most valid comparison to get a broad view of the signifi- 
cance of imports, that the imports of goods only, excluding services, 


should be compared with the domestic production of goods and 
services. 
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If you want to get the goods in the picture as goods, shouldn’t you 
compare them with the domestic production of movable goods only 
and not including our vacations and what not in the comparison. _ 

Mr. Mason. I think you should. I suggest if you do this you will 
see the same decline in ratios because the value of output in current 
dollars of domestic goods in the United States has since the 1920’s 
increased tremendously. 

If you take ratios of percentages you will find just about the same 
decline in the percentage of goods as in goods and services. 

Mr. E. Martin. You said at one other place that the auto imports 
were hampered by the tariff. Is that the result of a special study or 
have you concluded that the tariff necessarily hampers imports ? 

Mr. Mason. Yes; that is all. 

Mr. Boaes. Mr. Morrison. 

Mr. Morrison. Mr. Mason, it has been said that under modern con- 
ditions practically the same advantages are likely to appear in other 
countries as here; that is, in these mass production industries where 
you say American industry is so efficient and, therefore, is in no need 
of protection and is likely to retain the bulk of the market. 

I have heard it said that now with the development of mass markets 
for the same products abroad and the possibility of applying the same 
technique there as here, you will get about the same relative productiv- 
ity in these mass production industries abroad as you now a here. 

Mr. Mason. If that happens I would say you would have then the 
same kind of wage rates linet as here because what essentially de- 
termines our high wages in the United States is the productivity of 
labor in the United States. If labor becomes much more productive 
abroad through introduction of new technology and so on, their wage 
rates will increase also to something like the American level. 

Mr. Morrison. But it is more or less a delayed action by which wages 
conform to that situation ? 

Mr. Mason. I would say that considering the vitality and strength 
of trade unions in Britain and elsewhere, that there is not going to be 
any delay. 

In fact, I would say that wage rates in Britain over the last few 
years have gone up more rapidly than productivity has gone up. 

Mr. Morrison. But considering the situation where the resources 
and where wages are likely to be much lower—— 

Mr. Mason. I would say that Japan also, if they achieve anything 
like the productivity of our labor, their wage rates will be compara- 
bletoours. I don’t expect to see that happen in Japan. 

Mr. Morrison. The reason I ask this question is because of what 
Mr. Harrison is talking about. 

How broad is the area of such competition in the picture you have 
painted? Is it confined to textiles and a few things of that sort? I 
know there have been indications that imports of Japanese cameras 
and optical goods are becoming an important factor and are likely to 
become more so? . 

Mr. Mason. Yes; I think we ought to have this whole problem in 
perspective. I mean, if you take the whole total imports of manu- 
factured products in the United States, it currently is about six-tenths 
of 1 percent of our national income. 

If the tariff were reduced on a uniform basis on all products, my 
expectation would be that the greatest increases in imports would be 
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in what I have called these older nondurable goods industries which 
are fairly labor-intensive and which are not growing very rapidly. 

Over and above that, I would expect to see some increase in imports 
in other industries. 

Although we have a great advantage in a lot of the highly capital 
intensive mass-production industries, there are always areas in these 
industries where we don’t have an advantage, for example, in pro- 
ducing a small batch of chemical products. We probably don’t have 
an advantage in producing photographic eer of various sorts, 
other types of equipment which are highly labor-intensive. 

So that I would say even in those industries there are certain parts 
which would undoubtedly show an increase of imports with tariff 
reduction. 

My own guess would be that if you made fairly drastic tariff de- 
creases, you would have probably an increase of imports of four or 
five hundred million dollars into the United States, and four or five 
hundred million dollars is about two-tenths of 1 percent of our national 
income. 

Mr. Morrison. You have talked about the question as if only tariff 
reduction were involved. 

Mr. Mason. I mean any change in trade policy which will increase 
NG 

robably if you thoroughly revised your customs procedure, if 
you abolished the Buy-American-Act, and did various other things 
in addition to reducing tariffs, that estimate of increased imports would 
be a good deal larger. 

Mr. Morrison. I don’t know what the 1930 rates were in the situa- 
tions that Mr. Harrison has been speaking about, but it is quite 
possible that the original rate of the Tariff Act of 1930, in many 
areas, would not prevent the difficulties that Mr. Harrison was asking 
you about. 

Mr. Mason. Would not permit it, you mean ? 

Mr. Morrison. Would not prevent it occurring, would not prevent 
the imports from having such a damaging impact. 

Mr. Mason. You are talking about the tariff rates of 1930 which 
were very high? 

Mr. Morrison. Yes. You know that the escape-clause legislation 
provides that the Tariff Commission is to recommend quotas on im- 
ports if the highest rate that they can recommend will not be adequate 
to prevent this serious injury to domestic industry. 

_ Mr. Mason. Well, it would seem to me that an expansion of quotas 
in the manufactured field would get us into all kinds of difficulties. 

_Mr. Morrison. Would you think, then, that was an improper pro- 
vision of the escape-clause legislation ? 

Mr. Mason. Yes; I would. 

_ Mr. Morrison. Also, I presume you would never favor any increase 
in rates above those of the Tariff Act of 1930? 

_Mr. Mason. I would not say that. If the case that has been men- 
tioned here is as serious as presented, with a very rapid decline of 
employment, very rapid increase in excess capacity, without any 
large possibility of transferring resources, I think you have a case for 
increase in tariffs under those circumstances. 
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Mr. Morrison. What I had in mind was the appropriateness of 
resent legislation to carry out the sort of consideration that should 
be given to these cases. a na 

Mr. Mason. I would say in the escape clause and in the peril-point 
provisions, you have pretty adequate legislative provisions. I am 
not commenting on the administrative application of the legislative 
provision because I don’t know enough about that to express an opinion 
on it. 

Mr. Morrison. What I had in mind was not only the adequacy of 
it, but what would be left of the program if it were exercised with 
complete abandon. 

Mr. Mason. I would not advocate abandonment of the escape-clause 
provisions. 

Mr. Morrison. I wondered if you had any suggestion to make about 
the revision of those provisions. 

Mr. Mason. I take it, if I follow this argument, that the crux of the 
difficulty, if any, lies in the administrative side. How effectively and 
how rapidly are these provisions applied ? 

I suggest that oeolaity the witnesses you are going to hear will know 
more about this subject than I do. I have not followed that in any 
close detail. 

Mr. Morrison. Then in another aspect of your statement I think you 
look for the restoration of multilateral trade, free convertibility of 
currencies. 

Mr. Mason. I think that is highly improbable in the near future. 

I would like to see that come about at some stage, but I am not very 
optimistic about it. 

Mr. Morrison. Suppose that it did come about, do you think that the 
inflationary influences here and the inflationary influences originating 
abroad would create the sort of disturbances for our economy that you 
could contemplate without concern ? 

Mr. Mason. We certainly should not contemplate them without con- 
cern. Of course, the historical record shows that the impact of infla- 
tion and deflation in the United States on foreign countries has been 
much more significant than the foreign countries on the United States. 

Mr. Morrison. Do you think that the new techniques of industry 
being applied abroad are pretty much the same as they are here, and 
with the serious disturbances that occur on account of international 
tende relations, if we really can look forward to that outcome as to our 
poncy ¢ 

Mr. Mason. Sir, I don’t think we really have to worry much about 
complete multilateral trade with free convertibility during your or my 
lifetime. That is something that does not worry me at all, this 
prospect. 

Mr. Morrison. It is true, is it not, that the tariff in our case provides 
emestiing of a same cushion as is provided by exchange controls else- 
where ? 

Mr. Mason. I don’t think it does. In order to provide that kind 
of cushion, you would have to have an extremely flexible tariff that 
would go up and down, depending on what is happening to our imports 
under the impact of foreign fiscal and monetary policy. 

We don’t have that kind of tariff. | 

_Mr. Morrison. Now, there is another aspect of this that I would 
like to raise one more question about : 
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Do you think that with the rigidity that is introduced into our wage 
structure and other prices, with union agreements and minimum-wage 
laws and social-security legislation, that there really is in our economy 
any more the flexibility in the price and cost structure that would 
admit of these international trade relations working out in accordance 
with the orthodox economic theory ? 

Mr. Mason. There certainly is much more rigidity than there was. 
Certainly this increasing rigidity hampers the adjustment of United 
States domestic economic activity to changes from abroad, but my own 
view would be that the impact of foreign imports on the United States 
are so small in percentage of our total economic activity that even a 
quite large variation would have a small effect in this country. 

Mr. Morrison. It is not only the size of the import, is it; it is the 
extent re the articulation of our price structure with that of the foreign 
count 

Mr. 4 Mason. Yes, but given a great deal of the articulation of our 
price structure with theirs, the impact abroad is going to vary directly 
with the significance of foreign trade to the United States domestic 
economy and the less significant it is the less the impact of whatever 
takes place abroad is likely to be on the United States economy. 

In the case of a country like Britain with a high ratio of imports 
to domestic activity, the impact of the disturbances on the United 
States is likely to % very large, but the ratio of imports is so low 
that the impact cannot be very serious. 

Mr. Harrison. Some of the textile people say to me that particu- 
larly the Japanese competitors can buy American cotton cheaper than 
they can; is that correct ? 

Mr. Mason. I cannot give a definite answer to that question. 

It is my understanding that the answer is no. 

Mr. Harris, who will follow me, is an expert on the textile industry 
and he ean give you the answer to that question. 

Mr. Harrison. Thank you very much. 

Mr. Bocas. We appreciate your testimony very much, Mr. Mason. 

The next witness is Dr. Seymour Harris, professor at Harvard 
University. 

Professor Harris has had a long experience in the academic field 
and also has served the Government in a consultative capacity. 

We are very happy to have you here today, Professor Harris. 


STATEMENT OF SEYMOUR E. HARRIS, CHAIRMAN, DEPARTMENT 
OF ECONOMICS, HARVARD UNIVERSITY; CHAIRMAN, THE NEW 
ENGLAND GOVERNORS’ TEXTILE COMMITTEE 


Mr. Harris. May I say at the outset that I am a little unorthodox 
in these matters as an economist and since I am one of the few unor- 
thodox people in this field of economics, I hope you will give me 
more attention than you generally do economists. 


INTRODUCTION 


United States trade is of great importance, first, because through 
trade we obtain commodities and services otherwise not available, 
and when available at home, with a smaller outlay of labor, capital, 
and materials than would have been possible without trade. 
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Second, because trade may well stimulate the economy. In the 
last 40 years or so, for example, the United States has experienced 
an excess of exports over imports of about $125 billion, or, roughly, 
3 percent of the national income of this period. 

The excess of exports tends to stimulate the economy in the same 
way as an excess of investments over savings; when purchases would 
otherwise be less than output, the excess of exports or of investments 
tends to increase employment. Purchases rise relative to output. 
But when the economy is at full, or almost full, employment, the 
effects of the excess may be mainly inflationary. 

In one respect, foreign trade does not seem terribly important. 
Our exports accounted for about 5 percent of our national income 
in the years 1951-55, the excess of exports about 2 percent, but invest- 
ments amounted to 18 percent of national income. But even if these 
figures point to a secondary position for trade, the contribution of 
trade to a higher and more varied standard of living, its contribution 
toward high employment and Seni its financing of the needs 
of friendly countries in our markets, make our foreign trade of great 
importance. 

Since our trade is of importance, our tariff and trade policy is of 
great significance. Yet we tend to pursue trade policies which were 
introduced a generation ago, policies that were attuned to a depres- 
sion economy and which did not take into account the problem of 
dollar shortage. It is also a trade policy which was based on a theory 
of a free economy with a minimum intervention of Government, a 
theory tied to conditions of a past age. 

Once we take into account the many interferences by the Govern- 
ment in agriculture, in spending on development of resources, in the 
provision of raw materials, in price and wage policy, then we begin 
to realize that trade policy has to be integrated with other policies 
of the Government. If the Government supports farm prices, it can- 
not pursue trade policies which might make a shambles out of agri- 
cultural policies. Once the Government in agricultural policy favors 
one region at the expense of another, or diverts billions from one 
region to another through various policies, then the appropriate trade 

licy might diverge from what it might have been had these other 
interventions not been invoked. 

In this paper, therefore, I tie trade policy to the need of balancing 
the dollar account, to alternatives to trade policy as a means of bal- 
ancing the dollar account, to our growing needs of raw materials 
and food, to the overall effects of Federal policies, to the contributions 
of tariffs versus income policies in determining imports. 

An appraisal of our trade policies also requires an examination of 
the reciprocal trade agreements, the trends of United States trade 
policy generally in the years since the thirties, the protectionist trends 
abroad, and the relative responsibilities here and abroad for the break- 
down of trade. 

On this score, it is well to note that world imports rose from $21 
billion in 1938 to $84 billion in 1955, or a rise of 3 times. 

In this same period United States imports increased from $2.5 
billion to $12.4 billion, or by four times. 

These figures suggest more liberal policies here, though, of course, 
part of the explanation is the greater economic gains in this country. 

A complaint often made against this country is that we have failed 
to fulfill our responsibilities as a creditor nation. In the period of 
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British imperialism, the British advanced to foreign nations 20 times 
as much as this country in post-World War II relative to income in 
both instances. But any observer will be aware that there are ex- 
tenuating circumstances which I would be glad to discuss if the time 
were available. 

One of the significant aspects of commercial policy in the last 15 
to 20 years has been that the outside world has been highly protec- 
tionist, relying on exchange control, quotas, multiple exchange rates, 
an average depreciation of 90 percent against the dollar, and yet the 
dollar shortage for nondollar countries has persisted. The United 
States has become much more of a free-trade nation than the outside 
world. 

Yet United States trade is small compared to her position in the 
world economy. In 1955, this country accounted for 18 percent of the 
world’s exports and 14 percent of the world’s imports. But this coun- 
try accounted for 30 to 40 percent of the world’s income, though her 
population was but 9 percent of the world’s. She consumed two- 
thirds of the world’s petroleum, almost two-thirds of the rubber, al- 
most 60 percent of the iron ore, and almost half of the copper and zinc. 

It is especially important that, in setting tariff rates, the Govern- 
ment take account of the trends in industry. The powerful growing 
industries, often our export industries, are also inclined to exercise 
disproportionate influence in Washington. They have the resources 
to invest heavily in public relations. ‘They may not only expand their 
exports, but often even manage to retain protection, even though they 
a absorb losses to foreign competitors easily out of their growing 
market. 

I know that Dean Mason made a similar point. 

In this connection, I have compared the trends in four industries 
growing rather slowly if at all—in some instances—and four rapidly 
growing industries. An examination of present wages, trends in 
wages, and trends in employment and income for the iniefusttion, points 
to the importance of going easy in reducing tariffs in textiles, leather 
and leather products, and lumber, and, to a lesser extent in apparels, 
teaniianed when consideration is paid to the losses in textiles by 
as compared with machinery, electrical and other, chemicals, and auto- 
mobiles and automobile equipment. For textiles this position is 
New England and the Middle Atlantic States. The strength of the 
four vigorous growing industries is reflected in an average wage 53 
percent in excess of that for the 4 relatively weak industries. 

(The table referred to is as follows:) 


Trends in 4 strong and 4 less strong industries 


| 


Annual earn- | Rise percent, Rise percent, 
ings per Rise percent,| number of incorre by 
employee, 1929-53 | full-time industries, 
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Mr. Harris. The interesting point is that in the strong industries 
you have an average wage of 53 percent more than in the week 
industries. This suggests the strength of these industries. 

In the 24 years the percentage rise in workers in the strong indus- 
tries was more than 100 percent and in the 4 weak industries only 2 
percent. 

This suggests to you some of the problems that we are up against 
in dealing with tariff policy. As Dean Mason said, we do have to 
take into account the degree of strength or weakness of the industry. 


I. RESTRICTIONS ABROAD AND SPECIAL SUBSIDIES OF REPORTS ABROAD 


From the survey that follows one might well conclude that the great 
restrictions on trade are abroad rather than in the United States. 
Crude rate comparisons suggest this, but much more important has 
been the introduction and spread of exchange controls, import quotas, 
State trading, exchange depreciation, multiple exchange rates, et 
cetera. 

Frequently foreign countries have followed an agreement under 
the trade agreements program, with a depreciation of their ex- 
changes—an average of a 90 percent depreciation of foreign currency 
in dollars since prewar—which makes foreign currencies more expen- 
sive, and thus restricts their imports, lowers prices of their exports 
on world markets, and thus stimulates foreign exports. 

The watch manufacturers in this cna complained bitterly 
of a depreciation in Switzerland following a prewar trade agreement 
with Switzerland. They contend that the depreciation on top of 
reductions in rates here further increases the competitive position 
of the watch manufacturers. 

Again, motorcycle manufacturers resent the willingness of the 

British to cut tariffs on motorcycles when, in fact, they refuse to 
allow any to come in. In the postwar the British agreed to cut the 
rates on motorcycles from 3314 to 2214 percent, while this country 
continued its 10 percent rate. The Harley-Davidson Motor Co., 
manufacturers of motorcycles, put the issue as follows: 
* * * The difference was that the British were able to ship motorcycles into 
the United States on the 10 percent duty while without import permits the 10 
percent rate of duty into Great Britain would be absolutely valueless to American 
manufacturers. What actually happened was that the duty into England was 
reduced to 22% percent, and as we had surmised, that also was a very hollow 
gesture, a very poor example of reciprocity because since that time no import 
permits into England have been granted * * * (Hearings, Committee on Ways 
and Means, Trade Agreements Extension Act, 1953, p. 57). 

Foreign responsibility for low exports to the United States: Critics 
of American policy tend to overstress the United States tariff as an 
obstacle to trade. It is well to note that the failure to penetrate our 
or third markets is to be explained in large part by failures abroad. 

In replies to the ECA-Commerce Mission, foreign governments and 
representatives of the export trade noted that the fault lay to some 
extent with them. Inadequate credit facilities for the export trade, 
unwillingness or incapacity to invest adequately for selling in the 
American market; poor selling organization; slow deliveries, poor 
marketing research ; hse of the market, unrealistic rates of 
exchange; excessive redtape involved in exporting; more favorable 
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prices for European sales. (See, especially, the French replies, report 
of the ECA-Commerce Mission, PP. 154-159.) 

The official organ of Western European countries also comments 
on the serious effects on output, on prices, distribution, et cetera, of 
high protectionism in France (OEEC, Progress and Problems of the 
European Economy, pp. 95 and 96). 


The basic source of France’s difficulties is undoubtedly protection which sur- 
passes that of Any other member countries. The first signs of a decline in the 
French economy appeared before 1914, shortly after the introduction of high 
customs tariffs. The existing French tariff protects both agriculture and a 
wide range of industry. The effects of this generally high tariff have been 
aggravated by the more radical results of import quotas. This protection ex- 
tends to the rest of the franc area which, at the beginning of 1952, just as before 


the liberalization of intro-European trade, received 90 percent of its Duropean 
imports from France. 


Under cover of tariffs and quotas, a system of internal protection has devel- 
oped. Vested interests have been formed and consolidated. A whole series of 
devices are used to maintain these privileged positions, which are considered 
by their beneficiaries as being their own inalienable property, without any regard 
for economic efficiency. The methods employed range from legally guaranteed 
prices and state subsidies to open or tacit cartels and fraud. Tax concessions 
and evasion, which vary in degree from sector to sector, add their effects to 
those deriving from internal features of the relatively unprogressive French 
taxation system. 

The Nathan Commission, appointed by the French Government, in 
January 1954, stated that the disparity between French and foreign 
prices— 


is widespread and most marked for domestically produced raw materials, agri- 
cultural products, and relatively highly fabricated industrial products. 


Aside from proposals for tax reform to get costs down, the com- 
mission finds— 


an urgent need for reducing costs, for example, by the progressive removal of 
various restrictions on free competition and of measures permitting inefficient 
enterprises to live on more competitive enterprises * * * The reliberalization 
of trade with the OEEC countries is deemed a necessity for France (IMF, Inter- 
national Financial News Survey, April 9, 1954). 

So much for the failures of the foreign exporters. 

But it should also be recognized that several of the European coun- 
tries, and particularly the United Kingdom, took special measures to 
stimulate exports to the United States. In other words, in the absence 
of interference, United States imports would have been much less 
than they actually were. The advantages given to exporters may 
well have offset the adverse effects of tariffs. 

I think we tend to emphasize altogether too much the contribution 
of tariff policy toward keeping American imports down and tend to 
emphasize insufficiently the contribution of foreign countries. Also, 
a form of protectionism in the reverse—that is, a form of protectionism 
which makes it easier for foreign countries to penetrate our market 
by taking unfair measures—is of some significance. 

In the same way that the tariff keeps out foreign imports, it is pos- 
sible for the foreign country to cut its prices, or do other things that 
make it easier for them to capture our market. 

_ Among the measures taken were the following: Special treatment 
in the allocation of raw materials, power, and building permits; 
allocation of foreign exchange to help build export trade and to help 
expand export markets; expansion of consular service abroad; spe- 
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cial research facilities for export production and sales; the privilege 
of retaining part of the dollar exchange received for exports as an 
incentive to export in dollar markets; speical credits and export guar- 
antees; limitation of sales to the domestic market (for example, 25 
percent limit on British automobiles sold in the British market). 

In addition, monetary and fiscal measures were used to prevent 
excessive purchases at home (report of the ECA Commerce Commis- 
sion, pp. 97-140). : ec 

So, in a sense, this is protectionism by foreign countries as a means 
of penetrating our markets. 

reater protectionism abroad: Not only can much blame be put 
upon foreign countries for failure to sell here, but related is, as noted 
above, the great recourse to protectionism abroad and, hence, to the 
discouragement of both their imports and exports. 

The charge might easily be made that protectionism is the weapon 
of foreign countries much more than the United States. How far 
foreign countries have gone in the direction of quotas, exchange con- 
trols, and so forth, is suggested by the following : 

Under GATT (General Agreements on Tariffs and Trades). and 
OTC (Organization for Trade Cooperation), contracting countries are 
allowed to maintain restrictions other than import duties in order to 
safeguard their balance of payments and external financial position. 
Discrimination is also allowed when warranted by the ndeie-ct- 
payments position. 

Of the 34 contracting countries under GATT, 23 were resorting to 
the use of quantitative restrictions late in 1951. Aside from the 
United States, the countries not resorting to quantitative restrictions 
were the relatively small ones, Belgium, Canada, Cuba, the Dominican 
Republic, Haiti, Luxembourg, Nicaragua, and Peru. 

Included in the restriction camp were the 8 British Commonwealth 
countries, inclusive of the United Kingdom; 12 continental European 
countries, inclusive of France, Germany, Italy, Czechoslovakia, and 
also Brazil, Chile, and Indonesia. 

In addition, a number of countries not participating in GATT, but 
having bilateral agreements with this country, indulge in quantita- 
tive restrictions—notably Argentina (U.S. Tariff Commission, Opera- 
tion of the Trade Agreements Program, July 1951 to June 1952, 
pp. 219-225). ; 

I want to say again that despite the movement toward multilater- 
alism, and I am inclined to agree with Dean Mason, it is a long time 
before we will have real multilateralism ; in spite of all these changes, 
it is still true that you have a tremendous amount of restrictionism in 
foreign countries. 

For example, of 87 countries listed by the Department of Com- 
merce, 17 did not resort to import licenses and 18 did not require 
exchange permits—the latter does not include countries which relate 
permits to licensing of imports. The 17 and 18 included in every 
instance, except for several American countries, the small and unim- 
portant countries (Randall Staff Papers, pp. 362-365). Some dollar 
countries, namely, smaller Latin-American countries, required neither 
import licenses nor exchange permits. 

In 1953 and 1954 restrictions were further reduced, though often 


ae Europe and hence reflected further discrimination against the 
aoiar. 
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In its 1953 report GATT wrote: 

Twenty-two governments stated that they were still exercising some degree of 
discrimination between sources of supply. The general tendency to intensify 
the restrictions had been first arrested and then reversed, and definite steps of 
relaxation had been taken by some countries whose balance of payments had 
improved (GATT, International Trade, 1953, p. 124). 

testrictions of all kinds were used, and often with discrimination 
against the United States. 

“State trading not only made it possible to buy in a monopsonistic 
manner, thus cutting prices received by foreign exporters, but also 
was an effective way of restricting the quantity of imports. 

Exchange control is an overall mechanism for cutting demand for 
foreign currencies and especially for the dollar, and hence of keeping 
dollar exports down. Import quotas and licensing have similar effects. 

So important are quotas that in the bargaining within the EPU, 
at least until 1955, concessions were in quotas, with underlying tariffs 
undisturbed. 

Multiple-exchange rates, especially popular with Latin Amercian 
countries, are a tec hnique for discouraging imports by charging higher 
prices for purchases in dollar countries or for any currency used to 
purchase less essential imports—or else forcing the foreign exporter 
to depress the dollar price—and also a technique for raising prices 
of exports in great demand—the exporter receives few Bolivianos, say, 
per dollar, for exports of tin, and hence is pressed to raise the dollar 
price. 

The great debate on coffee prices in the United States in 1954 is 
relevant here. The Brazilian Government allowed coffee exporters a 
relatively small number of cruzeiros per dollar, and hence the pres- 
sure to increase dollar prices, especially since production was low and 
demand high. 

Deprec iation of the exchanges acts as a tariff in that the foreign 
currency becomes more expensive. In short, every diabolic device for 
cutting imports and giving less exports has been used. 

One should not be misled by the increased liberalization of trade 
in Europe in the early fifties. Thus the House Ways and Means Com- 
mittee notes that whereas in 1953 only 3 countries had any degree of 
freedom in importing goods from the dollar area, by early 1955 7 
additional countries had liberalized their trade with dollar countries 
and overall liberalization had attained almost 60 percent of the im- 
ports from dollar countries on the basis of 1953 imports (House Ways 
and Means Rept. No. 50 on H. R. 1, pp. 37-44). 

But Western Europe was indeed cautious in its cutting of trade 
restrictions. The Economic Commission for Europe wrote: 

The process of dollar liberalization has generally been carried out in such a 
Way as not to damage home industries; while permitting them to enjoy the same 
advantages as United States industry in the procurement of raw materials, 
intermediate products, and modern machinery, it has done little to give greater 
freedom in Europe to United States exporters of finished products * * * (Eco- 
nomic Survey of Europe in 1954, p. 101). 

Another relevant matter is that liberalization was especially impor- 
tant for trade among the European countries and, therefore, diserimi- 
nation against the United States is reflected in the greater degree of 


relaxation among these countries than between them and the United 
tates. 
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In general, the tendency for the Western European countries was 
to make larger concessions in agricultural and mineral products rather 
than in fabricated ones (F. Boyer and J. P. Salle, The Liberalization 
of Intra-European Trade in the Framework of O. E. E. C., IMF staff 
papers, 1955, pp. 195, 208). 


Il, THE DOLLAR GAP 


In recent years the pressure to cut tariffs has been pu strength- 

ened by the phenomenon of dollar shortage. Naturally, when the non- 

dollar sae finds itself short of dollars, an obvious way out is held to 

rs a imports by the United States, for more sales here mean more 
ollars. 

It is, therefore, necessary to examine the problem of the dollar gap, 
its magnitude, its relation to tariff policy, and alternative ways of solv- 
ing it. Failure to deal with the problem adequately has serious eco- 
nomic and political implications. 

A general picture, 1913-53: Over a period of 40 years, the United 
States exports of goods and services have exceeded imports by more 
than $125 billion. This is exclusive of shipments to service United 
States military forces abroad. These summary figures suggest the 
magnitude of the dollar problem. For the purposes of this discussion, 
I define the dollar gap as the difference between exports and imports 
of goods and services. Over a period of a few years this definition 
would be inadequate. 

How were foreigners able to obtain the dollars required to cover 
this deficit and thus pay for their excess of imports of goods and serv- 
ices? The major contributions to cover a deficit in excess of $125 
million through 1953 were as follows: 


Dollar gap and coverage, 1914-53 
[In billions of dollars] 


Deficit of Capital! | Gold (net Errors, 
dollars, Unilateral | (net out- | purchases, | omissions, 
current transfers flow) United transfers, 
account States) etc. 

ROPING 8 San cen de nvndhducacebasabed 10.8 0.4 11.4 1.0 2.1 
Oa ib 8s cc nceidpaddescntiopneiensse 8.3 1.7 3.7 2 3.2 
Rs os aca oocdhncipeighhtatun andere anahswiieeninnes 11.8 3.7 5.4 1.8 1.1 
NOB sob sien enchant 4.6 1.8 25.0 10.5 2.5 
RID. cnc Bcincih ch ctdaccnndiciensdedicdnmaibie 40.6 41.8 21.6 2.3 1.5 
BPE. caswndduidectis dakdcbinesdueammeae 49.5 35. 6 415.0 5.2 63.7 
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1 Includes Government capital. 

2 Net inward movement of capital. 

3 1953—based on figure for 9 months. 

4 The Randall Commission gives long-term private investments as $9 billion from 1944 to 1952; but this 
includes $5.5 billion of reinvested earnings. These, of course, do not provide dollars. In the 5 years 1948-52, 
Government investments were $2.3 billion additional. Staff papers, pp. 80-81. 

5 Net loss of gold. 

6 For 1946-51 only. 


Sources: 
1914-20—United States census: Historical Statistics of the United States, 1789-1945. 
1921-39—U. S. Department of Commerce: The United States in the World Economy, 1943. 
1940-45—U. S. Department of Commerce, The Balance of Payments, 1940-45. 
1946-51—Ibid., The Balance of Payments, 1946-48, and The Balance of Payments, 1949-51. 
1952-53—Survey of Current Business (December 1953), and Bell report. 


Mr. Harris. I think the dollar gap is one of the crucial issues be- 
cause, as I said, if you have this large dollar gap, you have to cover it 
somehow. There are some questions as to how you do cover the dollar 
gap. 
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If you look at this table you will see that in a period of about 40 years 
the dollar gap (as I defined it, an excess of exports over imports) or 
the deficit of dollars is $126 billion. 

In other words, we exported in merchandise and goods $126 billion 
more than we imported. 

Now, how was that made ible ? 

1. Unilateral transfers: These are primarily grants by the United 
States Government. Approximately $85 billion, or, roughly, two- 
thirds of the total—68 percent—were met by unilateral transfers, or 
“oift” dollars. 

2. Almost $29 billion, or 23 percent, were covered by movements of 
capital, that is, purchases of securities from foreigners, or direct invest- 
ments abroad by Americans. This total includes also repurchases of 
United States securities or properties by Americans and, of course, net 
short-term capital movements. From these totals are deducted capital 
imports into the United States. 

A dollar of capital movement should not be treated in the same man- 
ner as a dollar of unilateral grant. Returns on the investment are ob- 
tained, and presumably an asset is obtained—but note that despite $29 
billion of investment abroad since 1914, the net investments abroad of 
this country were but $15.7 billion in 1951. Some investments were 
lost, and foreigners had invested here (United States Department of 
Commerce, Balance of Payments of the United States, 1949-51, p. 162). 

An estimate for investments abroad at the end of 1952 was $23.1 
billion of private investment, and $14.4 billion of Government invest- 
ment (Randall, staff papers, p. 79). 

By 1953, net income on investments was $1,899 million and net pay- 
ments $448 million (Survey of Current Business, March 1954, pp. 
22-23). 

In fact, the dollar problem is aggravated because in 1952 United 
States income receipts from foreign investment were $1,819 million. 
The pressure on the dollar market would have been much greater had 
not $861 million of $2,680 million of total earnings been retained 
abroad (Income on United States Foreign Investments, Survey of 
Current Business, December 1953, pp. 8 et seq.). 

a An inflow of gold accounted for $15 billion, or 12 percent of the 
total. 

I would be inclined to classify gold receipts in the same manner as 
unilateral receipts. In exchange we have goods and services. We 
could well dispense with this gold, and it is not likely that much of it 
will go out in the visible future in payment for goods or—and— 
services. 

Foreign nations want food, raw materials, and machinery. Indeed, 
they would accept some gold to strengthen their reserves, but not sub- 
stantially in place of commodities and services they need. The accumu- 
lation of reserves in 1952-54 by foreign countries shows that they are 

ready to substitute gold and dollars for goods and services to some 
extent. 

4. Errors, omissions, et cetera, are a substantial item. To a consid- 
erable degree, they may be short-term capital movements. 

World War I and aftermath: The contribution of these three factors 
varied in different periods. Thus, in World War I, capital movements 
exceeded the adverse balance of $10.8 billion, and besides these loans, 
the United States purchased more than $1 billion of gold. 
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Of course, these capital exports were primarily Government loans, 
never to be repaid, and hence, in fact, were a form of unilateral trans- 
fers. Estimates for this period are only roughly accurate. Errors, 
omissions, et cetera, amounted to more than $2 billion. 

In the 2 postwar years—1919-20—the shortage of dollars was $8.3 
billion. In this period the facts are rather obscure. Unilateral trans- 
fers accounted for $1.72 billion—21 percent; capital movements, 
$3.71—45 percent; gold, $234 million—3 percent; and errors and 
omissions are a large item. 

The twenties: The outside world, with an adverse balance of $11.8 
billion, continued to experience difficulties in the twenties. Capital 
exports by this country ($5.4 billion) and unilateral (primarily pri- 
vate) transfers ($3.7 billion), purchases of gold here ($1.8 billion), 
and errors and omissions ($1.1 billion) account for the adverse 
balance. 

This was the period of great prosperity in this country reflected in 
exports of capital, inadequate imports, in part as a result of tariff 
policy and large-gains of productivity here. 

Europe felt the pressure in reduced reserves. The failure of prices 
to rise adequately here, despite the inflow of gold, prevented the 
required rise of imports or retardation of exports. 

The thirties: What of the dismal thirties? Indeed, the adverse 
balance of the outside world on current account was cut to $4.64 billion, 
or by more than 60 percent—a smaller cut if allowance is made for 
the decline in prices. But the dollar problem was even more serious 
that in the prosperous twenties. Gold purchases by the United States 
were no less than $10.5 billion net, or more than twice the deficit on 
current account. 

In this way the world paid for $5 billion of capital shipped to this 
country and $4.6 billion adverse balance on current account. Despite 
depression and reduced income here, fears of war and depression 
abroad accounted for the net movement of capital from the impover- 
ished world to the United States, which was still the richest nation 
onearth. 

World War II: In the war years, 1940-45, the dollar shortage 
amounted to more than $40 billion and, of course, unilateral trans- 
fers—lend-lease primarily—provided foreign nations with the dollars 
to cover these demands. Capital movements, a net inflow, and gold 
inflow, more than $2 billion, were relatively unimportant. 

1946-53: In the 8 postwar years, 1946-53, the deficit in the dollar 
account was almost $40 billion, or $9 billion in excess of the 6-year 
wartime deficit—in dollars of reduced value, however. 

Unilateral grants, primarily public, provided for more than two- 
thirds, and capital movements, public and private, accounted for less 
than one-third. Gold movements were relatively unimportant for the 
period as a whole, though transfers, omissions, errors, et cetera, were 
equal to almost 10 percent of the total. 

I might say that in general the situation has improved some since 
the end of the war. For example, we had an excess of exports of about 
$11 billion in 1947. It is down to $4 billion now. 

Roughly speaking, if you allow for the rise of income and the rise 
of prices, the dollar gap per year is substantially less than it was during 
the war, so there has been some improvement despite all our difficulties. 

In relation to national income and imports, the gap has been sig- 
nificant. For the 40 years 1914-53 the gap amounted to $126 billion, 
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or 2.8 percent of the $4,476 billion of national income and 73 percent 
of the $172 billion of our imports. Unilateral transfers of $85 billion 
amounted to 1.9 percent of the national inc ome: 

In other words, we gave away almost 2 percent of our national 
income. 

Imports in turn amounted to 3.8 percent of the national income. 
In general, the gap tends to be large relative to income in wartimes— 
4.9 and 5.4 percent in World War 1 rand World War I1—and to decline 
in times of peace—but note that in 1919-20 the gap was 5.4 percent of 
incomes as against 2.1 percent in 1946-53. 

As a percentage of imports, the gap was 97 percent in World War I, 
and 151 percent in World War L, and for the 40 years involved, 75 
percent of imports. 

In other words, imports would have had to rise by three-quarters to 
eliminate the gap—by 150 percent in World War II and 60 percent 
in 1946-53. Yet the tendency has been for imports to decline as a 
percentage of national income, though by 1953 imports had reached 
4 percent of national income. 

These overall figures point to the importance of the gap and the vase 
improvement in imports which would be required if the gap were to 
be eliminated in this manner. 

For the purpose of this discussion, I have defined the gap as the 
excess of United States exports of goods and services over imports 
of goods and services. Some may prefer to measure the gap by the 
amount of unilateral transfers—$85 billion, or two-thirds of the 
$125.6 billion excess of exports. 

Unilateral transfers were much larger relatively after 1940 than in 
the years 1914-20, but it should be noted that most of the capital loans 
of $12 billion in World War I were repudiated. 

Unilateral transfers understate the gap, because they exclude capital 
loans which proved to be unilateral transfers, gold shi pped here which 
the rest of the world could not spare, and no allowance is made for 
abnormal restrictions on United States imports, without which im- 
ports would have been much larger. 

Mr. Chairman, with your permission, I will submit this table for 
the record. 

Mr. Boees. That may be done. 

(The table referred to is as follows :) 


Dollar gap, unilateral trunsfers, imports, and national income, 1914-53, and by 
shorter periods 


[Percentages] 





| 
Imports to | Dollar gap to Dollar gap to} Unilateral 
United States} United St: ates|U nited States} transfers 
national national imports to imports 
income = income | | 
| 


1914 !-1915_ 


Rade lees is 3. 6 
18 
9. 
9. 


38. 


49 


1 July 1, 1914. 


Source: See earlier table. National income figures for private income, 1914-28, from Historical Statistics 
of the United States, 1789-1945, p. 14 (adjusted on the basis of 1929-38 figures of private income and Depart. 
ment of Commerce figures for 1929-38) . 
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Mr. Harris. If you want a real measure of the gap you also have 
to allow for the fact that the rest of the world indulges in abnormal 
restrictions on United States imports and unless sal! wats they re- 
move these abnormal restrictions, there are going to be certain diffi- 
culties here; you may also say the gap is larger than it seems to be 
because if these restrictions were not involved these European and 
other countries would be importing much more from the United States 
and the gap would be so much larger. 

This survey of the balance of payments shows that the world has 
been short of dollars since 1913, at any rate. Undoubtedly, an impor- 
tant part of the explanation is the burden put upon the dollar market 
by the two great wars. 

But it is also significant that in the prosperous twenties, and the 
depressed thirties, the dollar problem was still acute. In the twenties, 
it was generally held that the return to gold by the British—with an 
accompanying loss of competitive power, as costs did not fall with 
a higher valued pound ster sonnet the pressure of reparations pay- 
ments strengthened dollar disequilibrium. 

But substantial outward capital movements from this country re- 
lieved the strain. In the thirties, the situation became more serious 
despite an epidemic of devaluations abroad. The strain upon the 
dollar market became unbearable as capital fled Europe in prices 
of food and raw materials of the underdeveloped countries tumbled. 
Europe gained directly from lower prices of imports, but lost as the 
banker of underdeveloped countries and the seller of goods to these 
countries. Devaluation was not equal to the task imposed upon it; gold 
poured into the United States. 

In the 14 years, 1940-53, the average dollar deficit was $614 billion, 
a deficit financed largely by United States Government aid. The 
shortage was as serious in the postwar as in the war period, though, 
when allowance is made for changes in the value of the dollar and a 
for rising average real income in this country and the dollar gains 
in world trade, the dollar gap might be considered less serious than 
in the war period. The reader is also reminded of some comments in 
the preceding chapter which sug that there was some improvement 
in 1953 and 1954 over the preceding years. 

In 1954, the dollar problem was still troublesome. After showin 
that in the 234 years ending in the third quarter of 1954, the Uni 
States had made $7.8 billion available through military grants, mili- 
tary expenditures, and offshore purchases—the last 214 years—the 
Economic Commission for Europe concluded : 

Clearly, therefore, the “dollar” gap as such has not yet disappeared in the 
absence of these extraordinary disbursements of dollars which Western Europe 
would have had either to pay out gold and dollars to the United States in each 
period to the extent shown in the table, or to make other painful adjustments 
(ECE Economic Survey of Europe, 1954, p. 107). 

In 1954, the United States excess of exports of goods and services 
was $4,938 million ($4,841 million in 1953) ; unilateral transfers, $5,274 
million ($6,707 million in 1953); United States capital net outflow, 
$1,437 million ($597 million in 1953) ; gold sales, $298 million ($1,163 
million in 1953). 
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The dollar market improved to some extent in 1954, in part, because 
of increased capital exports from the United States and in part, 
because foreign countries took less gold. 

But there was still a dollar problem in 1954, and to all accounts in 
1955 and 1956. In the first 9 months of 1955, the United States excess 
of exports (annual rate) was $3,936 million; unilateral transfers 
(annual rate) $4 billion; United States capital outflow (annual rate) 
$1,236 million. 

In these years, 1953-55, the outside world was absorbing its gains in 
part by shipments of capital here ; $1,106 and $1,438 million in 1953 and 
1954, respectively, and $1,184 million in the first 9 months of 1955. 
(Survey of Current Business, June and December 1955.) 


Ill, TRADE TRENDS 


The rise since prewar: So much is said about the restriction of trade 
that it is often forgotten that the volume of trade has risen greatly 
since before the war. In dollar value, world exports rose from $21 
billion in 1938 to $84 billion in 1955, or a rise of much more than one- 
half after an allowance is made for price rise. 

Even when the real rise of trade is compared with that in total out- 
put, there has been an improvement. It is striking that, despite the 
spread of all kinds of abnormal interference with trade, world trade 
expanded more than world output from 1938 to 1955. 

Undoubtedly, part of the explanation is prosperity ; trade trends to 
rise relatively with increasing income; part of the explanation is the 
intensification of demand for raw materials and to some extent food, 
which is related to the more rapid rise of industrialization and popu- 
lation than of production of raw materials and food; part of the 
explanation lies in the structural damage done by war and political 
chaos; the need for trade then increases, even on comparative costs 
principles—when many coal mines are shut down in Europe, the gains 
of importing coal increase greatly ; and part is the result of the stimulus 
of foreign aid. There are other explanations also, for example, the 
pressure of companies owned in one country and operating in another. 

Increased international trade: One of the interesting aspects of the 
tendency to form regional trading, and especially payment, organiza- 
tions has been a large increase in the percentage of feapuidghonat thie. 
These results are also related, of course, to the dollar shortage, with a 
resultant tendency to divert trade to nondollar countries. 

The final outcome may in part well be an uneconomic alinement of 
trade, not supported by comparative costs. 

But it should be observed that the appropriate allocation of em- 
ployments among countries may be different in an age of insecurity— 
for example, requiring increased trade among the Inter-American 
States—than in the pre-1914 and pre-1939 days. 

Furthermore, the changed cenhitieet may also bring an increased 
tendency for countries within a regional group to adapt their output 
and exports to the needs of the other members of the group and ine 
increased trade within these regions is to some extent consistent with 
comparative cost principles. 
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Iience we may be overhasty in drawing conclusions concerning the 
new pattern of trade. Here are some comments by GATT on this 
issue : 


The increased regionalization of trade is distinctly a postwar phenomenon 
which has its obvious roots in the monetary disorganization of the earlier post- 
war years. In 1937 and 1938, the total value of commercial transactions within 
the regions that now comprise the dollar area, the sterling area and the combined 
continental OEEC countries and their dependencies accounted for 35 and 35 
percent of world exports, respectively, in those 2 years. Significantly, even in 
that period of comparative stability in monetary relations, the decline in inter- 
national trade from 1937 to 1938 gave rise to an increase in the share of intra- 
regional trade. 

Since the war this ratio has been rising from 39 percent in 1948 to 46 percent 
in 1953, with only a minor interruption in 1951 * * *. Although the comparison 
between prewar and postwar years is subject to a number of reservations, it may 
nevertheless be said that the progress of regionalization has affected the trade 
in manufactures more profoundly than trade in primary products. 


(The following table was submitted for the record :) 


Percentage of trade among members of payments unions, 1937, 1950-58 


Exports—percent trade Imports—percent trade 







1937 Average- 1937 Average, 
1950-53 1950-53 
A. Continental EPU cour tries—trade with: 
Other continental EPU countries............__- 43 45+ 36 39-— 
RinniGne ee | a es tsi its 14 | 1015 9 9- 
B. United Kingdom—trade with: | | 
United Kingdom dependencies......_..._.__- 9 14+ 7 16 
Diet ene... A ko dea ee era 30 33— 24 24 
C, United Kingdom de;endencies—trade with: 
United Kingdom. ___________ 20 28+ 27 27% 
Other sterling i li tea Rees a) 7 | 9 7 hi— 
United Kingdom dependencies. -__..........--.- 5 | a 1 5 7% 
D, Other sterling—trade with: | 
DE Wa AUR nt ee 45 | 34-—! 38 | 36+ 
Oder cree 3 . 4.5 hi. . See ee 12 13+ 13 13+- 
United Kingdom dependencies.__.........-...- 4 eu 15 12 
' 





Source: Calculated from IMF, International Financial Statistics. 


Exports in third markets of nondollar countries: Now, of course, 
one way in which these various countries that are short of dollars 
can solve their problem is by exporting more goods to the United 
States. There is another way they can solve that problem. That is 
by selling more goods in third markets in competition with the United 
States. 

It is important to consider the trend of sales of countries short of 
dollars in markets other than in the United States. The reason for 
this is obviously that, insofar as sales can be made in third markets, 
countries short of dollars may capture our markets and thus gain ac- 
cess to dollars, and hence ease the dollar problem. 

They may not always obtain a supply of dollars commensurate with 
their increased sales in these markets, for convertibility into dollars of 
pesos, rupees, et cetera, received for their dollars may be limited. 

But an offset is that these markets are much more easily penetrated 
than our market. Some improvement in penetrating third markets is 
noted for 1955 and 1954. It should be much easier for Europe to sell 
in Latin America or Asia than in the United States where Europe is 
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often at a locational disadvantage and the high selling costs are a great 
deterrent. 

Europe’s prospects also improve with recovery and less dependence 
on loans from this country. Hence, though the results have been disap- 
pointing, they should improve (Cf. Harrod, Importance of Interna- 
tional Payments, IMF staff papers, April 1953, pp. 21, 26-29). 

It is well to remember also that trade among industrial countries is 
much less important than between industrial and nonindustrial coun- 
tries. In 1951-53, trade within and among 3 industrial groups of 
countries accounted for but 39 percent of all exports (GATT, Tenta- 
tive Estimates of the Composition of International Trade, 1951-53, 
July 4, 1954). 

Also, in the narrower context of Europe-United States competition, 
it is well to recall the high elasticity of substitution of British for 
United States exports, that is, a small relative decline in British ex- 
port prices would greatly increase British sales at the expense of the 
United States exporters. 

In this connection, the distribution of trade is of some importance. 
The continental EPU countries send but 9 percent of their exports 
to the United States and Canada—1953—and the United Kingdom 
only 12 percent—1952—54. 

Western Europe could obtain $1 billion by winning 6 percent of 
the United States export markets abroad; but to gain equally through 
a rise of sales in the United States market 35 to 40 percent additional 
sales would be required. This suggests again how much easier it 
would be to sell in the third market rather than in the United States 
market. 





The relation of imports and national income in the United States 


Students of international trade know what is decisive in the de- 
termination of imports is the level and changes in national income— 
much more so than tariff rates. 

Indeed, this theory is not verified as clearly on all occasions, for 
example, the movement of imports in 1953-54 recession was not as 
clearly associated with income as in 1948-49. But if one doubts the 
general position, compare the 1930’s, when tariff cuts were substantial, 
with the experience in the postwar. 

From 1929 to 1938, trade actually declined, total income was rela- 
tively unchanged. But from 1938 to 1955, United States imports 
actually rose from 2.5 to 11.9 billion dollars, or a rise of three and 
three-quarter times. In the same period, national income rose three 
and one-third times. 

It is clear that in periods of great change, imports fluctuate with 
income, though often more than income. Perhaps this helps to ex- 
plain the Eureopean fears of an American depression; these fears 
are not based merely on Marxist theory. 

A decline of income on the 1920-21 model might reduce imports by 

» or6 billion dollars. In addition, there would be losses resulting from 
reduced aid and loans. 
_ Inclusive of secondary effects of reduced exports on United States 
income—the export sanltiption—the effects on the rest of the world 
might be serious indeed. The 1953-54 experience was reassuring, 
however, though this relates only to a modest decline. 
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As a general rule, imports rise with income and fall with income. 
Over the years 1919-53, a total of 35 years, the relative movements 
failed to be in the same direction only in 3 years: 


[Percent] 
Change in Change in 
income imports 
ROI scccnctesinngsin tiaip erecta Rian netintela il at tg tala ice tll +2 -—3 
MOTB odcnieniunctadundicudsvibididhisie bonctiiinasaconabietinnd amen neeinpeaeade ~4 +12 
1908... nose bolcwapodecedchasnbucaseabinesbpclisyctestidessbadanntstencdded +5 —~2 


Source: ECA Commerce Commission, table 1, and IMF, International Financial Statistics. Note 
that the latter gives import figures on an [. 0. b. basis and for 1946 also shows inverse mover ents. 


An examination of annual relative changes of gross national product 
and United States imports reveals a fairly persistent tendency of 
imports to rise or fall relatively more than gross national product. 
There are, of course, some exceptions. 

This same tendency prevails even when the relative change in im- 
ports and gross national product are put in real terms—corrected for 
prices. 

A table below reveals the trends of United States imports of manu- 
factured goods from 1948 to 1954. It will be noted that from 1948 to 
1953-54, there was a rise of imports of manufactured goods of 54 
percent (GATT, Trade Intelligence Paper No. 3, Imports of Manu- 
factured Goods by the United States, 1948 to mid-1954, pp. 1-6). 

(The table referred to is as follows :) 


Changes in value, volume and price (unit value) of United States imports of 
manufactures 


Index numbers 1936-38 100 


Value | Volume Unit 
value t 











sewececens cocwceeenweweeesswecwnn ese eee eee ese-- secs 237 
Change: 

1948-49 —13 

1949 to mid 1950 —23 

Tid 1950 to mid 1951 +40 

Mid 1951 to mid 1953 +14 

1951-53 to mid 1954 —l1 

1953-54, total 254 


1 The unit value index has been determined by dividing the volume index into the valueindex. Asshown 
in the table, it slightly differs from the official figures. 


Mr. Harris. From the last quarter of 1948 to the last quarter of 
1949, gross national product and industrial production in the United 
States fell almost identical percentages as from the second quarter 
of 1953 to the first half of 1954. But total imports declined by 1914 
percent in the first recession and only 10 percent in the second, whereas 
imports of manufactured goods dropped by 2314 and 20 percent, re- 
spectively. 

The drop in the value of total imports was about twice as great 
in the earlier recession, though the drop started from a lower level. 
An upward trend in sales to the United States by Western Europe— 














‘er 


Y% 
-aAS 
re- 


sat 





CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 4] 


$1,100 million from 1948 to 1953-54, of which $850 million were in 
manufactured goods—concealed the cyclical movements; during the 
first postwar recession imports from Western Europe dropped by 
$100 million, but during the second they rose by $100 million (ibid.). 

The Economic Commission for Europe notes that the 1953-54 reces- 
sion was unusual. Imports into the United States dropped by 5 per- 
cent in value, and from Western Europe by $223 million. The period 
covered varies somewhat from the above, for the comparison is of 
the first three-quarters of 1953 and the corresponding period of 1954. 

But against this decline Western Europe’s sales to overseas countries 
rose by million and to Eastern Europe by $175 million. Over- 
seas countries sold four hundred million more to Europe and were 
prepared to sacrifice reserves. Hence the small effects of the recession, 
not to mention the upward trend of output and trade in Western 
Europe (ECE, Economic Survey of Europe in 1954, pp. 84-86). 

Now, one of the interesting problems that we are confronted with 
in dealing with dollar shortage and the difficulties of international 
trade is that of the future needs of raw materials and of food. 

Future income, imports, and the dollar problem: Imports respond 
well to rising incomes in this country. Undoubtedly the greatest con- 
tribution that can be made to the solution of the dollar problem is 
continued prosperity here. Even if incomes rise only as rapidly as 
abroad, the dollar gap would be reduced. 

For United States imports are very sensitive to income fluctuations. 
Should incomes rise more rapidly—compare the large reduction of 
the gap in 1951-53—then the problem would probably vanish. Thus, 
from 1948 to 1953-54, imports of manufactured goods into the United 
States rose $1,570 million, a rise in stable dollars of 44 percent. 

In these same years, Western Europe more than doubled her total 
exports to the United States; of a gain of $1,100 million, $850 million 
were in manufactured goods. 

These figures do not exactly suggest highly restrictionist policies 
and they do point to the great importance of American prosperity 
(GATT, Imports of Manufactured Goods Into the United States, 
Trade Intelligence Paper No. 3, February 1955, pp. 2-6). 

But there are special reasons why, with an increase of income in 
this country, imports would increase greatly in the future. Thus, 
the Paley Committee estimated the rise of income in the years 1950-75 
at about 100 percent; that in minerals required at about 90 percent. 
In 1950 the imports of selected crude and semimanufactured mate- 
rials were estimated at $2.8 billion; by 1975 at $5.5 billion. In 1950 
the deficit for materials—consumption minus production—was esti- 
mated at $860 million, or 9 percent of consumption; in 1975 the 
projected demand was estimated at 3 billion, or 20 percent of con- 
sumption. (This material especially from the President’s Materials 
Policy Commission, Resources for Freedom: Foundations for Growth 
and Security, vol. 1, 1952, and E. R. Schlesinger, Economic Develop- 
ment With Stability, IMF staff papers, February 1954, pp. 387-415.) 

If we really do continue to grow we are going to help these other 
countries solve their dollar problem by importing more raw materials 
and more food. 
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On the basis of the estimates made by the Paley Committee, with 
the rise of income 100 percent we would come. very close to solving 
the dollar problem by buying more food and raw materials abroad. 

As a matter of fact, from 1950 to 1955 we have increased both our 
consumption and imports of raw materials much more than was esti- 
mated in the Paley report. 

We have also tended to increase our total imports not only of raw 
materials; and we have also increased our consumption of raw materi- 
als in 1955 much more than was estimated by the Paley Commission in 
its 1950 report. 

Therefore, on the basis of these estimates and present trends it looks 
as though a great many countries will be able to solve their dollar 
problem to a considerable degree over this period of 25 years by selling 
us more raw materials and more food. 

But, of course, this will not affect all countries in the same way, and 
there is some question as to whether Western Europe will be able to 
get enough dollars in this way. If they don’t, they will have to depend 
upon an improved monetary fiscal policy, some foreign assistance, and 
possibly capturing our trade markets. 

This growing dependence on foreign sources of materials points to 
one factor which is likely to narrow, if not eliminate the gap. 

In an excellent article, Dr. Schlesinger deals fully with this problem. 
In general, he holds that imports of manufacturers will rise more than 
all imports, though it should be noted that this conclusion rests on the 
assumption that Europe’s competitive position will not continue to 
suffer vis-a-vis that of the United States—this is a bold assumption. 

I will submit this table for the record. 

(The table referred to is as follows :) 


Estimated percentage increase from 1950 to 1975 in value of United States 
merchandise imports, by groups 





| 
Imports, 1950 | Estimated imports, 1975 | 
ih er ie med ___| Estimated 
| | | percentage 
Million 1950) Percentage | Million 1950! Percentage | increase 
United | distribu- United | distribu- in value, 
States | tion States | tion 1950-75 
dollars | dollars 
| i 


‘‘Paley commodities” ..........--...-.-.1- ; 2,812.9 | 32 5, 512.9 | 
Other crude and semimanufactured ma- 

OUINNG vo cadnne dan steccccttceetoseenseeerd | 2, 164.2 | 25 3, 556. 5 | 
POQRININ 05x55 44s ip cds shea bepaenn’ 2, 649. 6 | 30 | 4, 075. 5 | 
Finished manufactures 1, 107.6 |} 2,215.2 | 








Se AR scnenhinimiiatbiie | 8, 734.3 | 100 | 15, 360.1 | 


In general, Schlesinger concludes that the United States imports 
will rise sufficiently to yield a solution of the dollar problem for most 
countries—incidentally, a study in 1956 by Dr. Harberger reveals 
that by 1955 the rise of consumption of raw materials greatly exceeded 
the projected amounts for 1955 in the 1950-75 projection by Paley. 

In the next 10 years or so, there may still be difficulties because the 
rise of imports may not be adequate to offset the dollar gap that still 
prevailed in 1950, and besides, United States imports were at an 
unusually high level in 1950. Since Schlesinger wrote, the situation 
seems to have improved to some extent. 
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One of the troublesome aspects of the dollar problem is that gains 
will not be evenly distributed. For example, the independent sterling 
countries and the continental OEEC countries are likely to be con- 
fronted with difficulties because they will not benefit adequately from 
the rise of United States imports (ibid., p. 389). 

I will submit this table for the record. 

(The table referred to is as follows :) 


Estimated percentage increase from 1950 to 1975 in value of United States 
merchandise imports from major regions 


= millions of 1950 United States mene 


| 
iol | Estimated 
Imports, 1950) Estimated percentage 
| imports, 1975 | increase, 1950 
| to 1975 





Ty at etn Eien pean eee. nllee tenet ee naira 1, 585. 6 2, 283.0 | 44 
Continental OEEKC countries and dependencies... eee 1,170.1 | 1, 966. 9 | 68 
Latin American Republics_-__.---.-....--.---- laa | 2, 862. 0 4, 953.8 73 
COMER E ctisddcisaes st Jub De adcknatd 1, 954. 4 3, 809.0 95 
Other countries... _._- - cnensee-| 1, 162. 2 Mion 2, 347.4 | 102 

All areas._.....-- ask piace beac as sneeon--| 8, 734.3 3 | 15 360.1 76 


Mr. Harris. Exports from these countries are not likely to expand 
as much from all nondollar countries—a result associated with the 
nature of their exports. 

Hence, Dr. Schlesinger urges appropriate fiscal and monetary polli- 
cies for Western Europe, increased sales to third markets by these 
countries, less reliance on imports from dollar countries, and possibly 
some foreign aid. 

In general, Dr, Schlesinger concludes, the outside world will be able 
to maintain ‘its per capita nonmilitary imports from 1950 to 1975 
though with some difficulties in the early years. But aside from the 
countries mentioned above, Latin America may be confronted with 
some difficulties, because large population rises are anticipated (ibid., 
p. 399). 

In some respects this survey may be overoptimistic. Western 
Europe may need not only appropriate monetary and fiscal policies 
which are not easily achieved under modern democratic governments, 
but also a great advance in productivity. 

Furthermore, Schlesinger assumes that the decline in the ratio of 
United States imports to GNP is stopped. 

In view of the continued gains of services in national income and 
processing and fabrication costs relative to import costs, the increased 
emphasis on self-sufficiency related to the cold war and the possibility 
that protectionism may increase, the improvement may not be so great 
as is assumed. 

On Schlesinger’s assumptions, United States imports would rise by 
$6.5 billion from 1950 to 1975; on the assumption of a continued 
decline in the proportion of imports to GNP as from 1929 to 1950, 
the rise would be only $4 billion (ibid, p. 396). 

Against this, it should be noted that the pressure to utilize effectively 
foreign sources of materials—and conserve ours—may result in 
reductions and elimination of tariffs on raw materials. 
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In some instances—for example, in mercury sold under monopolistic 
conditions—tariff reform would not greatly affect imports. But the 
tariffs on raw materials and on p materials are not based 
on any consistent logic, and even though many imports are not affected 
by tariffs, some are (cf. Resources for Freedom, pp. 77-82, and Randall 
Staff Papers, pp. 219-235). 


IV. UNITED STATES TRADE POLICY 


Toward free trade: Much has been made by students and com- 
mentators of the protectionist policies of thiscountry. Yet, beginning 
in 1934, the United States introduced a policy of trade liberalization 
unparalleled in recent economic history. In these years, whilst other 
countries indulged in the most protectionist devices invented by policy- 
makers, the United States not only reduced its tariffs by about three- 
quarters, but relied primarily on tariffs and shunned ahem control, 
state trading, multiple exchange rates, and used quotas only in conjunc- 
tion with the needs of agricultural policy. Indeed, in giving pref- 
erence to United States shipping and to domestic sellers to the Federal 
Government and in matters of trade administration, the Government 
aggravated protectionist trends, but on the whole the United States, of 
all major nations, alone moved markedly toward free trade. 

Measures of tariff cuts: Now, I would like to say, Mr. Chairman, 
that there has been a substantial reduction in the tariff rate in this 
country despite all the literature by economists to the effect that we 
cannot measure this change. 

I agree there are all kinds of theoretical differences about measuring 
this change. Not the least of this that they are excluded entirely 
and, therefore, they are not part of the measurement. 

But the point is, for example, that as a result of inflation you have 
had a very large cut in a very large part of our tariff because so large 
a part of our tariff is in terms of specific rates, 5 cents a pound, or 
something of that sort, and if the price per pound goes up from 15 
to 30 cents this means an automatic reduction in the tariff. 

So I say, though you cannot measure this specifically, there is no 
doubt about the Fact that there has been a reduction. If you don’t 
believe it, I know you gentlemen will discuss this issue with such 
people that represent the fisheries industry and textile industry who, 
unlike the economists, are convinced there has been some significant 
cuts in the tariff. 

Some questions have been raised concerning the extent in the cut 
in tariff rates. The Bell committee noted that the ratio of duty to 
dutiable commodities imported— 
is misleading because a major share of imports into this country are raw mate- 
rials and foodstuffs not produced here and on which there is no duty at all. 
The very high duties on many manufactures which limit severely or exclude 
entirely their importation are also not reflected in this ratio. Neither are the 
quotas which set positive limits on the imports of certain agricultural goods 
(A Trade and Tariff Policy in the National Interest; a report to the President by 
the Public Advisory Board for National Security, 1953, p. 4, the Bell report). 

Undoubtedly measures of tariff levels should be used with great 
caution. Nevertheless, the evidence points strongly toward a sub- 
stantial reduction of trade restrictions in the United States com- 
pared with other countries. 
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Surely the decline in rates associated with the inflation—and hence 
lower percentage rates for specific duties—was not a selective decline 
tending, as has been claimed, to favor reductions which would not 
result in additional imports; and it is hard to believe that the nego- 
tiations under the trade agreements program, undertaken by those 
favoring free trade and based on bargaining with foreign countries, 
concentrated on reductions which would not result in substantial 
rises in imports. 

Such a result would imply that foreign negotiators were duped by 
the Americans. Usually the opposite charge is made. In fact, man 
studies of United States governmental agencies have shown a high 
correlation between tariff reductions under the TAP and the rise of 
trade. An example is fisheries with an average tariff rate in 1952 
ow apse and this rate has been reduced by 38 percent under the 


Few who have experienced the angry denunciations of the TAP by 
the fisheries industry would cdnteaet that reductions were made onl 
when there was not much opposition. And what of Swiss wate 
works, with both sides of the controversy agreeing that rates were 
at one time slashed from 82 percent of value to 37 percent? 

The level of rates: Since the trade agreements program—referred 
to as TAP—was introduced in 1934, the United States tariff on 
dutiable imports has been reduced from 48.2 percent—based on 1939 
values—to 12 percent by early 1951. About half the reduction is to 
be associated with the rise of prices, for without any change in rates, 
the tariff was reduced by one-half, the result of the effect that 76.2 
percent—by value of imports in 1949—were subject to specific duties. 

A specific rate, say, of 20 cents per pound for an item costing 
$1 yields a 20-percent rate, but if the price rises to $2, the rate falls 
to 10 percent. 

As a result of reduction in duties under the TAP, the average rate, 
by January 1, 1952, has been reduced from 25.8 to 13.3 percent. Hence 
the total reduction was almost three-quarters. (Figures from U. 
S. Tariff Commission, Operation of the Trade Agreements Pro- 
gram, fifth report, July 1951-June 1952, pp. 151, 159, 167.) 

A larger sweep is given by the following—note the large decline 
since 1930-33: 





[Percent] 
Average rates of duty on— 

Period or year Free and 

Dutiable dutiable 

imports imports 

combined 
LOGS eer re i aaa sed en dekapwlectbdeccscecnscidvcsces 27 9 
1S, Se I BN nd ho iol Lacs cnncecescukdonepnennd-acenene- 38 14 
1930-33, Hawley-Smoot law (to adoption of Trade Agreements Act) ......._-- 53 18 
1939, representative prewar year, after Trade Agreements Act..............-- 37 14 
Ss ey IT Since care cepucontucesencsccngmcnssgeconcs 19 x 
1947, calculated on basis of reductions made by Geneva Agreement. .__..._-- 15 6 


The theory of trade agreements: A defensible attack on the TAP 
program is that the theory upon which it was based, for example, a 
reduction of tariffs in the United States, should be matched by cor- 
responding reductions abroad—this theory is not defensible. Insofar 
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as this was the procedure, the net result was not only a rise of imports, 
but also of exports for this country. Hence exports were kept at a 
higher level than was necessary, with the result that to this extent the 
dollar shortage was not treated. What was required was more im- 
ports, not more imports and more exports. Even the Randall Com- 
mission falls into this trap. 

Undoubtedly, the charge is justified that these studies sometimes 
ascribe to tariff cuts a greater significance than they have in fact. Of 
course, they do not measure commodities excluded altogether by 
tariffs. Of course, trade restrictions are not limited to tariffs, but 
should be related to customs, administration, and quotas, also. 

But it is going too far to say, as the staff of the Randall Commission 
says: 


The trouble is that the computation itself is not relevant to the problem of 
determining the restrictiveness of tariff duties (staff papers, p. 296. Cf. pp. 
277-279, 295-299). L 

It is surprising that those who fought for the TAP for 20 years 
now tell us that they accomplished nothing. In some instances, as 
the Randall experts contend, the process was one of sloughing off 
excess tariffs, that is, protection not needed (for example, the tariff 
on cigar-wrapper tobacco). Surely all would agree that tariffs have 
declined substantially in the last 20 years, even though one could not 
say that the reduction was 75 percent. 

Peril point and escape clauses: It is clear by now that something 
should be said about restrictions other than tariffs. Hence let us 
turn to the peril point and escape clauses, which are frequently held 
to deter the development of the American market. 

These provisions stem from a fear that some industries may be 
injured seriously by tariff concessions. Hence the peril-point provi- 
sion requiring prior investigation and the escape-clause provision 
which corrects an excessive flow of imports following a trade con- 
cession. 

In the years 1944-54, the opposition to the TAP increased, and this 
is evident in the peril-point amendment in the Trade Agreement Act 
of 1941, under which the Tariff Commission must suggest points be- 
yond which concessions should not be made because such concessions 
might seriously damage domestic industries, and is also evident ‘in : 
the escape clause, which upon the finding of the Tariff Commission— 
subject to rejection by the President—may on similar grounds require 
a retraction of concessions. First used in 1943 and a required provi- 
sion in all trade agreements by Executive order in 1947. 

Undoubtedly these provisions influence to some extent the conces- 
sions made. 

I might say I get rather fed up with the doctrinaire economists 
who always say that we don’t need a peril point and escape clause. I 
might say that I am sure Dean Mason and Willard Thorpe, who will 
follow me, will certainly not take the position that we dispose of the | 
peril point and escape clause. 

But there are a surprising number of brilliant economists who think 
we can do without the escape clause and the peril-point provisions. 

Now, as a matter of fact, I think it would be an unfortunate situa- 
tion if a number of Government negotiators, no matter how able they 
are, were given a right to put an industry out of business without 
some form of supervision or checking on their activity. 
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I have myself testified a number of times on these problems before 
governmental committees on both the peril point and the escape 
clause and I must say that it would seem that, except so far as they 
introduce an element of uncertainty, these clauses have not had a very 
serious effect on our tariff policy. 

It is significant, however, that of 19 investigations under the escape 
clause during the year ending June 30, 1952—applications received as 
early as August 1949—only one concession was made, for hatters’ furs, 
and a concession was modified—though decisions had not been made in 
several cases. 

For jeweled-watch movements containing 7 but not more than 17 
jewels, the President rejected a recommendation of the Tariff Commis- 
sion for increased protection, a decision that was reversed in 154. 

Actually, the investigations did not cover a large amount of trade; 
motoreycles and parts, serews—usually called wood screws—spring 
clothespins, garlic, cherries—candied, crystallized, or glace—bonito 
canned in oil, et cetera—tobacco pipes and tobacco pipe bowls of wood 
or root, pregnant mares’ urine, dried figs (Operations of the TAP, 
Fifth Report, pp. 183-186). 

Tn 1952 a concession was modified on dried figs by Presidential proc- 
lamation on August 16, 1952, effective August ; 30, and in June 1952 a 
Tariff Commission recommendation for modification in concession on 
garlic was denied by the President (Bell Report, p. 63 

In an article in the American Economic Review, Professor Kravis 
covers a longer period. By the end of 1953 there were 51 escape- 
clause cases. The Tariff Commission had decided 40 cases, and recom- 
mended action to the President in 8 cases. But the President invoked 
the escape clause in only 3 instances and requested further study in 2 
cases. 

Only about 19 percent of the imports in 1951 were involved in these 
cases—with whiskies and spirits, crude petroleum and its products, 
beef and veal, aluminum and its alloys, lead, and watches accounting 
for 9 percent (ibid., p. 323). 

In the year ending June 30, 1955, 14 new escape-clause proceedings 
were instituted and 13 were completed. Most of these cases did not 
cover important amounts of trade—for example, alsike clover leaf, 
spring clothespins, coconuts, ground chicory, glue of animal origin, 
and red fescueseed. 

But hardwood plywood, lead and zinc, bicycles, watches, and fresh 
or frozen groundfish fillets were also included. The President ap- 
proved increased restrictions in only two instances: Alsike cloverseed 
and bicycles, though not accepting the full measure proposed by the 
Tariff Commission. 

In another instance—lead and zinc—the President announced a pro- 
gram for accelerating domestic purchases—is this not a protective mea- 
sure? The Tariff Commission had proposed by a majority vote a rise 
in restrictions in 5 items and by a tie vote in 2 instances (U. S. Tariff 
Commission, Operation of the Trade Agreements Program, July 1954- 
June 1955, pp. 183-208). 

Commissioners were divided on the issues. Difficulties of interpre- 
tation arose in large part because of disagreements on the base period 
to be chosen, the measurement of injury—for example, the contribution 
of tariff concessions as against domestic factors toward reduced profits 
or rise of inventories, the significance to be attached to a decline in 
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the share of a market, the relevance of gains in production of other 
commodities for multiproduct firms or industries (ibid., pp. 325-335). 
The relevant criteria are (staff papers, pp. 281-282) : 


If, as a result of unforeseen developments and of the effect of the obligations 
incurred by a contracting party under this agreement, including tariff conces- 
sions, any product is being imported into the territory of that contracting party 
in such increased quantities and under such conditions as to cause or threaten 
serious injury to domestic producers in that territory of like or directly com- 
petitive products, the contracting party shall be free, in respect of such product, 
and to the extent and for such time as may be necessary to prevent or remedy 
such injury, to suspend the obligation in whole or in part or to withdraw or 
modify the concession. 


In arriving at a determination in the foregoing procedure the Tariff Commis- 
sion, without excluding other factors, shall take into consideration a downward 
trend of production, employment, prices, profits, or wages in the domestic 
industry concerned, or a decline in sales, an increase in imports, or a decline 
in the proportion of the domestic market supplied by domestic producers. 

Whenever possible the President seemed disposed to reject the 
recommendations of the Tariff Commission for increased restriction 
under the escape clause. For example, in reply to a recommendation 
for the importation of domestic groundfish fillets the President— 
July 2, 1954—pointed out that with the great expansion of the fish 
stick industry, which would increase greatly the consumption of 
groundfish fillets, it would be a great mistake to: 
hamper and limit the development of the market for the product and jeopardize 
present prospects for the increase in per capita consumption of fish which is the 


real solution of the industry’s problem. 

In a decision of August 20, 1954, the President refused to accept a 
decision of the Tariff Commission to increase the duties on lead and 
zinc and instead agreed to purchase increased supplies at home for 
domestic stockpiles. Incidentally, this also might be considered a 
protectionist measure, certainly a subsidy. 

In response to a divided vote by the Tariff Commission in respect 
to higher duties on handblown glassware the President held that: 


The fundamental cause of the difficulty of this industry lies in competition 
offered by machine-made glassware to both imported and domestic handmade 


ware. 

He refused to support a rise of duties. 

Mr. Boees. What did he do about it ? 

Mr. Harris. He didn’t do anything about it, as I recall. I may be 
wrong, but I am sure he never cut tariffs where there was a divided 
vote. He frequently didn’t cut it on a majority vote, but on a divided 
vote, never. 

Mr. Boces. You mean raise, you don’t mean cut ? 

Mr. Harris. Yes; I amsorry. 

Mr. Boaes. They were raised in the case of watches. 

Mr. Harris. That is right. There, of course, the defense argument 
was used. There were some other issues involved. 

Now, I know that the President has to take a broader viewpoint on 
this matter. He has to look at the whole international situation as 
Dean Mason suggested and Mr. Thorpe suggested in the book he wrote. 

I don’t mean to say that every time the Fonides accepts the recom- 


mendation of the Tariff Commission that he is wrong. All Iam saying 
here is that so far the escape clause and the peril point have not been 
any serious deterrents to our tariff policy. 
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I do admit, however, that the 1955 amendments have made some 
difference. 

Two notable cases: But two notable cases should be presented here. 
The first is the reversal on Swiss watches. Here the President, basing 
himself on the defense argument on July 27, 1954, supported a sub- 
stantial rise of duties on Swiss jeweled watches; otherwise, important 
skills would be lost. The President approved increased restrictions 
even though the domestic industry on the whole was very profitable; 
even though the Swiss watches were in a sense in a noncompetitive 
market (intermediate prices) ; and even though the domestic output 
was close to the amount presumably required to meet defense needs 
(Cf. Statement by a Committee for a National Trade Policy, July 29, 
1954). 

Finally, in a decision of August 19, 1955, the President announced 
an increase of 50 percent in the duty on imported bicycles, or equivalent 
to about 10 percent in the price of the imported bicycle. 

In this instance, given the law, the President could scarcely escape 
taking action; the industry was suffering greatly from the large and 
rapid importation of the lightweight bicycle. His support of a higher 
duty might be explained in part by the improved international eco- 
nomic position of the United Kingdom, the main exporter. 


In my judgment of these developments— 
improving technology and meeting consumer tastes— 


rather than intervention by government, are the domestic industry’s real hope 
for the future. 


My action: 


accords reasonable recognition to the interests of American consumers * * * 
assures to producers in friendly foreign lands an excellent competitive chance 
to share handsomely our large and growing market for bicycles * * * this 
Nation’s firmly rooted policy of seeking ever-expanding levels of international 
trade and investment is in no respect altered by this decision (New York Times, 
August 20, 1955). 

From the last it is clear that the President was troubled over the 
conflicts raised by these rulings under the escape clause and the broader 
objectives of national policy. 


* * * the President must take account of all relevant factors, including our 
national defense requirements, requirements for carrying on successfully the 
foreign relations of the United States, and the necessity for maintaining and 
strengthening our domestic economy. 

_ Revisions in 1955: That the escape clause and peril point provi- 
sions are to be more troublesome to any administration favoring trade 
liberalization is supported by the revisions under H. R. 1, the Trade 
Agreements Act of 1955. 

_ In the future, injury can be claimed when a segment of an industry 
is affected adversely by increased imports: 

Sections 6 and 7 of the 1955 act, as reported by the Senate Finance 
Committee, follows. In conference the words: 
have contributed materially, et cetera, 
in 7 (b) were modified to— 
have contributed substantially toward causing or threatening serious injury. 


_ This provision seems to put more emphasis on the contribution of 
imports to the damage done. It was also made clear that injury could 
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not be claimed on the basis of injury to one firm. (See Ways and 
Means Committee, Trade Agreements Extension Act of 1955, pp. 4-5; 
Senate Finance Rept. No. 232 on the Trade Agreements Extension Act 
of 1955, p. 14, and Committee on a National Trade Policy, Trade Talk, 
June 10, 1955.) 

In general: The pressure of protectionist groups, fearful of adverse 
effects of increased imports under the TAP, accounts for the peril 
point amendments and the escape clause, and also for the increased 
access to its use in the years beginning in 1955. 

As Professor Humphrey contends, the philosophy of the TAP has 
been not so much an extension of trade as a reduction of barriers when 
serious injury is not done to an American industry. Perhaps 
Humphrey overstates his case here, but the peril point and escape 
clause are evidence of this concern for protecting the weak industry 
and precluding serious losses of jobs. 

The use of the peril point, as Mr. Thorpe has pointed out, means con- 
centration on the effects upon an industry without adequate attention 
to the broader issues of trade and political relations. A tendency to 
define industries narrowly, to take account of relatives as well as 
absolute losses and, to consider the effects on individual products of 
multiproduct industries, irrespective of the general position—these 
tend to make the escape clause more restrictive (Cf. D. D. Humphrey, 
op. cit., especially pp. 112-117, 126, 382-387). 

The application of the flexible tariff, relevant when costs in less 
progressive industries compete with imports, also contributed to 
higher rates. 

Quantitative restrictions: Now, we turn to another aspect of re- 
strictions on trade. 

We really have not gone into quantitative restriction very far. I 
don’t see how with our present agricultural policy we could avoid these 
quantitative restrictions. 

As a matter of fact, despite our quantitative restrictions, we find 
now that we are selling more raw materials and food abroad at bar- 
gain prices than we ever have and we are even selling this commodity 
cotton at maybe 25 percent below our own price to our own manu- 
facturers, and this seems to me to be a form of dumping which not 
only annoys the Brazilians, our good friends, the Virgin Islands, 
our good friends, the “Egyptians,” but perhaps annoys our textile 
manufacturers in this country. 

In this country, quantitative restrictions are also invoked, though 
in general restrictions of this type play a relatively small part in 
our overall restrictionist programs. 

Quotas on sugar are used to protect our domestic producers. Other 
quotas are tied to our agricultural policy. Higher farm prices and 
income are the objectives of agricultural policy, with purchases and 
loans by the Government and restrictions on output provided when 
inventories promise to get too high. 

Obviously, unrestricted imports of agricultural products would not 
only increase the cost of the program—the Government would pur- 
chase foreign supplies also—but would jeopardize its success, because 
of increased pressures on prices. Hence quotas on numerous agri- 
cultural commodities. It is not likely that these quotas would be 
abandoned so long as Government intervention is necessary to main- 
tain prices at a level reasonably close to parity. 
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Should the Government adopt the Brannan plan, however, then 
prices could be depressed as supplies increase, and the pressure of 
imports would be less harmful to the program. At least consumers 
would gain as an offset to higher costs for the Treasury. Under the 
Brannan plan, farmers are not restricted in output. but are compen- 

sated for the difference between market and a fair price. 

Dr. D. Gale Johnson proposes that farm prices be allowed to respond 
to market forces; then the increased output in the United States 
would be reflected in reduced prices and increased consumption in our 
large market, and hence less pressure to dump abroad (hearings, sub- 
committee of Joint Committee on the Economic Report on Foreign 
Economic Policy, 1955, p. 358). 


V. EFFECTS OF REDUCING RESTRICTIONS 


It is not easy to estimate the effects on imports of a more liberal 
trade program. Much depends on the reductions achieved. Econ- 
omists may properly estimate the effects of a drastic cut in restrie- 
tions, or even their complete removal. But when they are discussing 
issues of practical policy, their estimates should be restricted to prac- 
tical measures toward free trade. 

Then the political economist must take account of the established 
industries which will fight successfully against large or rapid declines 
in rates or removal of quotas; the weak industries which wil! struggle 
even more against any measure tending to destroy them; the agri- 
cultural interests w hich see in freer trade a destruction, or at least 
weakening, of their price-support program; the defense industries 
which have a legitimate claim for protection; the regional interests 
which have been Y subject to losses associated with Federal policies for 
many years—all of these will narrow the range with which conces- 
“ions may be made. Their opposition will be less in periods of exu- 
berance than in periods of depression. In the latter, they will not 
merely oppose reductions; they will also seek higher restrictions. 

Why is it held that the ‘United States tariff is such a potent factor? 

Here we may refer to a study made by Sir Donald MacDougall, 
in which he shows the differences in wage rates and man-hour output 
between the United Kingdom and the United States. What puzzles 
MacDougall is that, whereas on the basis of relative wages and man- 
hour output, United Kingdom sales abroad are large vis-a-vis Amer- 
ican exports, British sales to the United States are surprisingly small 

compared to total British sales abroad. But MacDougall concentrates 
too much on wage costs and leaves out of account the importance of 
other costs. 

In diseussing trade relations, he does allow, however, that imperfec- 
tions of the market are very important. Might he not, just as he ex- 
plains the large trade of the British with Commonwealth countries in 
terms of imperfections, also explain, in part, the small penetration of 
the British in the United States market in the same way ? 

Sir Donald MacDougall also finds that elasticity of substitution 
of British exports for United States exports was high in the prewar 
period, that is, a relative reduction of British prices vis-a-vis Ameri- 

can prices would result in a large gain of British sales against Ameri- 
can sales. 

The last points, perhaps to the importance of influencing third 
markets. 
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On the issue of tariff reduction, the criticism to be made of Mac- 
Dougall’s results are the concentration on prewar, and on labor costs 
(G. D. A. MacDougall, British and American Exports, Economic 
Journal, December 1951 and September 1952). 

MacDougall’s position has been well put by an anonymous author 
(ERP Report of the ECA-Commerce Mission, pp. 195-196) : 


The American industrial-wage rate per hour is about 2% times that in the 
United Kingdom, in terms of dollars. This means that for industries in which 
American productivity is less than 2% times the British, British goods can be 
sold at a lower price than the American. For example, in the textile industries 
and footwear, American productivity before the war was only 1% to 2 times 
the British. As a result, British exporters were, in fact, able to compete most 
successfully with American exporters in third markets. They exported 3 times 
as many pairs of shoes, 8 times as much cotton cloth, 20 times as much cotton 
yarn, over 300 times as much woolen and worsted cloth, over 10 times as much 
rayon yarn. These figures would be even more striking if American exports 
were compared not with British exports only, but with the exports of all 
Western European countries. 

But though British and other European exporters competed so successfully 
with American exporters in third markets in these lines, they could make very 
little inroad in the American market itself. America’s total imports of foot- 
wear, excluding rubber footwear, were only 0.6 percent of her total consump- 
tion. The corresponding figure for cotton cloth was 1.4 percent, for cotton yarn 
0.05 percent, for woolen and worsted cloth 21 percent, for rayon yarn 0.5 percent. 
Judging by the figures of relative productivity and wages, Britain should have 
been able to undersell American goods in many lines by 20 to 30 percent. But 
apart from the cost of transport, the differing tastes of American and British 
consumers, and the general difficulties of selling goods in a foreign country, the 
American tariff largely ruled out the possibility of British sales in the American 
market. The American duty on footwear, for example, ranged from 10 to 35 
percent, with an average rate of 21 percent. The duty on cotton cloth ranged 
from 7.75 to 57.5 percent, with an average rate of 31 percent. The average rate 
of duty on woolens and worsteds was equivalent to 75 percent ad valorem, that 
on rayon yarn to as much as 134 percent. Within each of these commodity 
groups, moreover, the tariff was finely graded so as to give higher protection 
to qualities for which higher protection was needed. 


These are prewar rates. 


In conclusion I want to make one point which many people forget, 
even economists. That is that the way you sell in the United States 
and the extent you sell in the United States does not merely depend 
on the difference in manufacturing wages, because a very large part 
of the total price of a product in the United States, particularly manu- 
factured products, is the services and processing oF that product. 

What is especially important to note is the relation of th » final price 
to the price received by the foreign exporter. Particularly in manu- 
factured goods—and notably consumer goods, the price to the final 
buyer may well be several times that to the exporter. 

For example, the American Watch Association revealed that— 
the total value of final products of our industry in 1947 was $322,619,000, of which 
only $48,607,000, or 15 percent, represented the cost of imported watch works; 
customs duty, $16,933,000; payroll, $14,679,000; wrist bands, $4,563,000; gift 
boxes, $4,906,000; and excise taxes, $35,485,000 (Ways and Means hearings on 
H. R. 4294; Trade Agreements Extension Act of 1953, p. 1869). 

Distributive costs are especially important. Not only is the final 
product priced at 6 or 7 times the cost of the imported materials but 
note that, if the tariff were cut by one-third, the gains to the consumer 
would be only one-half percent. 
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Note, further, that if the foreign seller reduced his price by 50 

reent, the gain to the American buyer would be — 8 percent. 
Threugliout I assume that all reductions are passed on to the consumer. 

This arithmetic points to one reason why it is difficult to expand 
sales to the American market. Not only are the distribution costs 
large compared to the export price but in order to penetrate the rich 
market large capital investments are required. European exporters 
are loath to make these investments so long as the market is an 
uncertain one. 


Now, it is obvious, therefore, that if you have a substantial cut in 
the tariff on watches, this does not mean that the consumer is going to 
get a very large cut in prices. As these processing costs increase, as 
they tend to do in our economy because it is a rich economy, the cut 
in the tariff on the foreign product becomes less and less important. 
I think this is one matter that Sir Donald MacDougall forgets. 


Let me quote you another economist not so familiar as Sir Donald 
MacDougall, Time magazine: 


Removing tariffs would certainly help foreign producers. But the main 
obstacle to big volume sales of foreign goods in the United States is the nature 
of the American market place itself. 

A basic condition of selling in America is that goods must be sold in larger 
quantities than most foreign manufacturers are prepared to produce. The back- 
bone of foreign industry is small- and medium-sized plants, whose entire output 
would not warrant the large investment in promotion needed to sell in the 
United States. 

Foreign producers get another shock when they discover that the cost of dis- 
tributing goods in the United States is considerably higher than in Europe. And 
because the American market is so big and active, the seller must make more 
noise with ads to be heard at all. Many foreign producers are reluctant even 
to whisper. 

While United States producers thrive on competition, most foreign businessmen 
shun it. Thus they tend to concentrate on basic commodities, semifinished goods 
for special industrial use, or national specialities unlike any produced in the 
United States—Scotch whisky, British woolens, French wines, or Belgian lace. 

* # & + « a * 

Actually, the fundamental reason why most foreign goods cannot compete suc- 
cessfully in the United States is that selling in the United States involves big 
stakes, and big stakes mean big risks. Few foreign producers are willing to take 
the gambles American producers accept as a matter of course. The constantly 
changing demands of the United States consumers can only be met by investment 
in new products and more efficient production methods that will lower prices. 
Foreign producers willing to meet such terms prosper, tariffs or no. British 
auto producers, for example, have shrewdly pushed sales of sport cars, something 
Americans wanted, but did not have; last year the sold 41,245 cars in the United 
States, far more than in any other foreign country. The big lesson producers 
abroad must learn is that the main cause for failure to sell in the United States is 
not just high tariffs. It is the fact that foreign producers fail to study the market 
and use American methods to give the American consumer what he wants (Time, 
November 23, 1953, p. 106). 


I say with all due respect to Sir MacDougall that Time as an econ- 
omist is better. 


As Lubell puts it: 


The data compiled by Humphrey, who is sympathetic with the liberal trade 
viewpoint, should lay to rest for good any notions that a reduction of American 
tariffs can bring about any spectacular increase in United States imports (S. 
Lubell, the Revolution in World Trade, p. 87). 


Over a period of 50 years Humphrey finds little association of im- 
ports and tariff rates, product by product; styling, ability to meet de- 
livery dates, et cetera, are much more important. 
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In an excellent chapter, Humphrey comments on the institutional 
obstacles to a rise of imports—for example, the failure of foreign man- 
ufacturers to advertise; the selling problems related to size of orders, 
styling (D. D. Humphrey, op. cit. ch. 10). 

Tarshis stresses the significance of monopolistic elements and hence 
the importance of markups. What is more, the varying effects of 
markups in different industries generally affect the exportability of 
product A against product B (L. Tarshis, Introduction to Interna- 
tional Trade and Finance, 1955, pp. 128-129 and 136-137). 

Government procurement: Now I turn to an area where imports 
might rise greatly. I have in mind Government procurement through 
purchases abroad. The rise of tourism is also relevant, but I pass this 
over. 

Obviously, this is a form of protectionism. This protectionism goes 
back largely to the Buy American Act of 1933. It has been imple- 
mented by other acts. 

The tendency is for the United States to favor domestic producers 
and sellers. Ly various legislative acts and administrative practices, 
the Government buys disproportionately from domestic sources (the 
Randall Staff Papers, especially pp. 315-320; also cf. Resources for 
Freedom, p. 79, and ECA Commerce Mission, 1949, pp. 214-218). 


* * * The Buy American Act of 1933 is the statute which applies most 
widely in this field. This act provides that United States Government agencies, 
in procuring supplies for public use at home, must buy them from domestic sources 
if they are available from such sources, unless the domestic supplier’s price is 
“unreasonable” or unless a domestic purchase wouid be “inconsistent with the 
public interest.” Under the statute, United States Government agencies gen- 
erally considered domestic prices as “unreasonable” only when they are 25 percent 
or more above foreign offers. 

The Buy American Act is supplemented by other provisions of law which 
extend the principle to added fields. Funds loaned by the Public Housing 
Administration to municipal bodies must be spent by the latter in accordance 
with the Buy American Act. Borrowers from the Rural Electrification Admin- 
istration must buy domestic materials with their borrowed funds unless the 
prices of such materials are “unreasonable.” 

The Merchant Marine Act requires vessels benefiting from Federal construc- 
tion subsidies to use domestic materials as far as practicable, and vessels bene- 
fiting from operating subsidies to use domestic supplies as far as practicable. The 
Post Office adds to these effects of these provisions by shipping overseas mail in 
American bottoms, even where this may have the effect of slowing up the move- 
ment of mail. 

The 1954 appropriations act of the Defense Department has pushed buy-Ameri- 
can preferences a step further. Under the act, generally speaking, food and cloth- 
ing must be bought from domestic sources, and the cotton or wool in clothing so 
purchased must also be of domestic origin. 


When the original Buy American Act was introduced in 1933, the 
impact of the depression lent strong support to this legislation, but 
at that time Federal Government purchases from business averaged 
$1 billion, as compared with $38 billion in 1953 and under consider- 
ably different economic conditions. For all governments in the United 
States, the respective figures were $3 billion and $50 billion. 

Even a small diversion of purchases from the present distribution 
could greatly ease the stringency in the dollar market. 

It is interesting that President Eisenhower in 1955 related the price 
differential in favor of American sellers to the unemployment in 
depressed areas. Sellers in these areas might be preferred to foreign 
sellers when the price differential was not too great. 
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In the debate over the tariff the great export interests have espe- 
cially been vocal over the needs of free trade. It is not, therefore, 
to their credit that they have fought for protectionism when the 
issue of Government contracts arises; they want the contracts even 
though their price bid is much higher than that of a foreign corpo- 
ration. 

Thus, recently General Electric expressed great displeasure when 
the Government accepted a bid to build generators for the McNary 
Dam in the Columbia River of a British concern which offered a bid 
$3,641,000, or 15 percent below the General Electric bid of $4,293,000. 

The company’s representative pointed out that this country would 
lose $1,159,000 in taxes—against $422,000 of import duties—and also 
1 million hours of work and $2 million in wages. (The taxes lost are 
not entirely an irrelevant point (New York Times, Jan. 6, 1954)). In 
fact, the allowance for taxes collected from domestic producers and 
sellers as against taxes collected if purchases are made abroad may 
justify large purchases in this country which otherwise could not be 
justified. 

It is also true that these are the people who are always yelling for 
more imports so they can sell more exports abroad. But when they 
feel the brunt of this particular kind of attack, of what you might call 
a step toward liberalism, then they forget all about their ideologies or 
their theories of economics. 


VI. TARIFFS AND FEDERAL INTERVENTION 


Since the Federal Government through its various policies affects 
regions, trade policy should be considered in relation to other Federal 
policies and not as though they were the only Federal policy. Many 
of these policies, though they involve drains of cash from the great 
industrial areas in the North and East, can still be justified. But 
we should be aware of the total picture and should not compound 
injuries too much. 

Thus, for a generation now, New England has suffered from Federal 
policies which have tended to advantage other regions at the expense 
of New England. This point is relevant because interference with the 
free market has been involved, and the argument against the tariff 
is always that a tariff results in uneconomic allocations of factors of 
production and hence higher costs. But in a world of all kinds of 
interferences with the pricing system and the free market, tariffs 
cannot be condemned merely because they involve interference with 
the pricing system. 

That fact is that through agricultural policies, the Government 
has increased the price of the food New England consumes and the 
raw materials she processes. This region devotes only a few percent 
of its employment to agriculture, fishing and mining, and therefore 
as a@ region can survive only insofar as she can sell manufactured 
products primarily and services secondarily for food and raw mate- 
rials, 

Not only has the Government increased these prices for New Eng- 
land consumers and producers, but even in 1954, the Farm Act in- 
cluded a provision for raising domestic output of wool by one-third, 
thus increasing the price of a product indispensable for our woolen 
industry, which is now in the midst of a fight for survival against 
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manmade fibers, and in a recent ruling the President provided an 
artificial market for nonferrous metals, thus contributing to higher 
prices of these raw materials which New England processes. 

But it is not merely the higher prices of food and raw materials 
that the Government is responsible for. Even as it raises these prices, 
it acts to depress those of manufactured goods through removal of 
tariff restrictions. 

Moreover, the operations of the Treasury tend to take money out 
of this region to build up its competitors. In 1 year as much as 
$1 billion was taken out of New England net, or about 2 percent of its 
income. 

Under the accelerated amortization tax relief, the main competi- 
tors of New England profited at the expense of New England. I 
can document this position more fully. I shall say nothing here of 
the tendency of the Government to subsidize competing regions nor 
of the abuse of tax exemption privileges by some Southern States, 
a practice which is used to attract northern management and capital. 

The committee may find much additional testimony on this issue 
in the reports of: 

1. The Committee on New England Report to the President, and, 

2. The New England Textile Committee, two committees on which 
the writer served, and his book on the economics of New England. 

In a statement for the Senate Banking and Currency Committee, 
November 9, 1955, I presented a full analysis of interregional move- 
ments of cash as a result of Federal policies. Here are some brief 
excerpts: 

For the years 1934-54: 

Disbursements under 140 programs, grants and aids, reveal varia- 
tions of as much as $38.62 of Federal disbursements per $1,000 of 
taxes borne by Delaware to $534.46 for Mississippi. Ten poor States 
receive 10 times as much as 10 rich States in relation to taxes borne. 
especially from these transfers. Four Middle Atlantic, 3 New Eng- 
land, 2 Middle Western, and 1 Far Western States are the most 
generous contributors. 

Over a period of 20 years, New England gets back but 31 percent of 
the amount of taxes borne relative to what 5 major southern industrial 
States get back; the corresponding rate for the 10 richest vis-a-vis the 
10 poorest States is 19 percent. 

The 1952 expenditures are analyzed on the basis of benefits received 
or the incidence of the disbursements. Necessarily the results can be 
held to be only roughly tenable. New England, the Middle East. and 
New York reveal receipts from Federal disbursements, average of 
benefits and disbursements, equal to about 75 percent of taxes borne. 
Of ae the South and the sparsely populated Northwest gain 
greatly. 

Tax burdens vary much more than Federal receipts, a minimum of 
tax burdens per capita was $112 in Mississippi to $1,015 in Delaware. 
On an incidence basis, since sales to Government are included, the rich 
States lose less than on a benefit criterion—but even on this basis, the 
Southeast comes off almost twice as well as New England on a tax-rev- 
enue basis. Twenty-nine States with incomes below average received 
75 percent more in revenues contributed than the poor States. Con- 
necticut and Massachusetts paid out $1,103 million in excess of what 
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they got back; Rhode Island, $123 million, and 3 other New England 
States, $47 million. 

For 1954: In only 18 out of 75 programs does New England receive 
back percentagewise as much as she puts into the Federal program. 
In the grant-and-aid programs, her receipts are equal to but 81 percent 
of the amount suggested by her relative income. 

As might be expected, New England’s receipts of Federal payments 
are much lower relative to taxes borne than to income. Of 75 sub- 
stantial programs, New England receives amounts per $1,000 taxes 
borne in excess of the national total only in 6 programs. 

In re the United States, Federal disbursement in New England rela- 
{ive to taxes borne are 82 percent; New York’s, only 63 percent; dis- 
bursements in New England relative to competitive States in the South, 
68 and 37 percent—South Atlantic and East South Central States. 
For loans, the New England position is much weaker. 

I hope my friends from the South on this committee will not take me 
up on this and waste a lot of time, but I will be glad to go into this more 
fully if they want me to. 

Mr. Boces. I want to ask one question: Would you do it differently ? 

Mr. Harris. Within limits, I have always said that New England 
ought to pay part of the educational bill of Arkansas and there are a 
lot of other programs that I am aware of. 

The only point I make is that we want to know what the whole pic- 
ture looks like and we also want to consider all these policies in rela- 
tion to tariff policies so that we get a good overall picture and integrate 
all these policies. 

I think we ought to take this point and try to impress it upon our 
officials. I have done it with at least three congressional committees. 
I hope every time I come down I get a chance to press this point until it 
makes an impression. It is terribly important. 

For example, in the flood-insurance program both Senator Lehman 
and Senator Burke and Senator Kennedy all begged me for these 
figures because they said, “It would be easier for us to get a program 
of this kind through. We can show how New England has poured 
money into the rest of the country. Here is a case where we should get 
some help.” And we did get some help. 


VII. TARIFFS, OTHER SOLUTIONS OF DISEQUILIBRIUM AND ALLOCATION OF 
TARIFF CUTS 


Tariff cuts and trade: In recent years, our tariff has been attributed 
with a determining influence on the pattern of world trade and the 
dollar gap that it does not possess. Neither the large rise of tariffs 
in the pre-New Deal days, nor a reduction in rates of three-quarters, 
partly associated with the trade agreements program and partly with 
the rise of prices and accompanying reduction of protection where 
specific rates are applicable—for example, the rate of 10 cents per yard 
becomes less restrictive when the price rises from 50 cents to $1 per 
yard—have been as potent in reducing trade in the earlier years or in 
increasing trade in the later years, as is frequently assumed. (See 
U. S. Tariff Commission, Operation of the Trade Agreements Pro- 
gram, fifth report, July 1951-June 1952, pp. 151, 159, 167. C. Kindle- 
berger, Dollar Shortage, passim, also has some relevant remarks on the 
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overemphasis of the effects of the tariff. D. D. Humphrey, American 
Imports, 1955, pp. 72-73, 84, also suggests that the tariff has not 
greatly reduced trade. ) 

Time and again it has been shown that income is the crucial factor 
in determining imports, particularly in the United States, where a 
large proportion of imports consists of raw materials, the imports 
of which are tied to output, and luxuries and service, luxuries are also 
highly sensitive to income changes. 

The decline of income in the thirties and the rise since have been 
far more decisive in determining the level of imports than have tariff 
changes. That imports are largely agricultural and nondurable 
manufactured products, that tariffs—specific—are rigid, and that in- 
ventories fluctuate greatly with cyclical conditions explain the large 
movements of imports with cyclical changes. 

A depression, for example, brings large declines in imports of agri- 
cultural products and concessions in prices of domestically produced 
nondurables. See D. D. Humphrey, op. cit., especially chapter 3. 

In the twenties, there was much discussion of United States tariff 
policy as a deterrent to the collection of debts; Europe could not ship 
commodities in payment unless the United States would accept them. 

Even in this period, however, unwise monetary and fiscal policies 
abroad, an unwillingness to pay past debts, the reluctance of this 
country to pursue appropriate monetary and fiscal policies that would 
stimulate imports—these were much more important than tariff policy. 

Similarly, in recent years, the concentration on tariff policy tends 
to obscure the importance of monetary and fiscal policy abroad, other 
aspects of competitiveness of foreign producers, the limited elasticity 
of supplies for the export market in the context of full employment 
and large welfare programs abroad—in other words, if you cut the 
tariffs and the foreigners concerned are fully employed they find it 
difficult to increase their exports—the relevance of income and fiscal 
policy in the United States, the contribution that can be made toward 
solving the problems of the dollar gap through roads alternative to a 
rise of imports; namely, a reduction of United States exports or an 
adequate level of foreign loans or grants. 

Who pays? I would especially emphasize the last point. The dol- 
lar problem is a worldwide problem, a problem that is associated in 
large part with the political and economic disorganization associated 
with two world wars and the cold war, the solution of the problem 
rests on all nations and on all segments of this country. 

It is unfair to concentrate the costs of the adjustment upon any one 
group. The industries that are vulnerable to foreign competition will 
undoubtedly have to share in the costs of adjustment, but why should 
not part of the costs be put upon the taxpayer through guaranties of 
private loans, or through the provision of grants, and why should not 
the exporters, through losses of markets abroad, pay part of the bills? 

It is too easily forgotten that exports in the postwar period have been 
at an inflated level. 

Now, Mr. Chairman, I do want to say one thing very emphatically. 
I don’t know to what extent this committee has been taken for a ride 
to some extent by the exporters. The exporters are well organized. 
They have been subsidized to the extent of $125 billion in the last 30 
or 40 years through Government aid, assistance, purchase of gold, loans, 
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and so forth, which has made it possible for foreigners to buy $125 
billion worth of exports that were not paid for by imports. 

Now, these exporters therefore should not go around fighting for 
free trade, as they are increasingly—and they didn’t 20 years ago, I 
might say—without giving some consideration to what this means to 
the industries that are injured by these relatively free-trade policies. 

As Mr. Lubell, who wrote a very good, popular book on this subject, 
stated—and in these matters to some extent the noneconomists have 
done better than the economists— 

To take the exports of the 1950-52 period as the measure of our need to export 
is an unsound basis for any United States trade policy, since these exports never 
were a measure of the world’s normal dependence on United States production 
(S. Lubell, The Revolution in World Trade, 1955, p. 91). 

Any contribution through private lending, which in a sense post- 
pones the problem, would also be welcome, though the general view 
is that this contribution would not be large. 

Furthermore, more imports into the United States at the expense 
of nations often impoverished may not be a healthy solution. That is 
to say, one should consider the deprivations involved for exporting 
nations against the gains of more imports by these countries. 

Additional imports mean much to the relatively impoverished na- 
tions and, in the face of liberalization of trade by the United States, 
they would export more, that is, have less goods. It may be betier 
to postpone the rise of exports for these countries. 

Is it not true that in the years 1913-55, and particularly the years 
1940-55, the exporters, who now have become the most vocal of all free 
traders, have profited immensely from $125 billion of subsidies in 
{0 years, paid for primarily by the taxpayer in the form of unilateral 
transfers and secondarily by the whole economy through yielding 
goods for exports paid for by inflows of gold and loans later to be 
repudiated ? 

The exporters do not have a strong case when, as a means of main- 
taining their exports, they insist upon a rise of imports to balance the 
present level of aid and grants. Weshould not support a policy which 
concentrates the cost of adjustment on our weaker industries and sacri- 
fices them to an inflated level of exports. 

Of course, in the long run, the weaker industries must yield, but 
there are issues of justice here and of time required to make the neces- 
sary adjustments. 

Might I say that what Dean Mason said was not too far removed 
from this, and T am glad to see we are in considerable agreement here. 

Adjustment problems: It is an interesting point that economists 
are becoming increasingly aware of the adjustment problems. Ques- 
tions are being raised concerning imports of agricultural products at 
a time when agricultural income continues to decline. The outward 
movement from the farms is apparently too slow. 

In his important book Professor Humphrey stresses the concentra- 
tion of losses from reduced tariffs on nondurable goods and particu- 
larly on the New England economy ; the capacity of large-scale, many- 
product corporations not too price competitive, to take reduced tariffs 
in their stride, and the difficulties confronting the weak, many-unit 
industries, with declining or slowly growing markets, when faced 
with reduced tariffs (op. cit. pp. 246-255 ; 363; 398-399, 413-415). 
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After a provocative discussion of the effects of reduced tariffs on 
imports, exports and employment, which on the whole minimizes the 
damage done by reduced tariffs, Walter Salant, nevertheless, empha- 
sizes the need of allocating tariff cuts with a consideration of the 
trends of industries, expected mobility—related to alternative oppor- 
tunities for jobs—employment levels in affected regions, et cetera. 
Obviously tariff cuts should, ceteris paribus, be imposed on the grow- 
ing, highly profitable industries and the growing regions (hearings, 
Subcommittee of Joint Committee on the Economic Report on Foreign 
Economic Policy, 1955, pp. 238-249). 

The following passage, though rather an extreme statement by a 
protectionist, nevertheless is of some interest (O. R. Strackhein, Free 
Trade: A Form of Economic Pacificism, 1953, pp. 5-6) : 

The giant mass-production industries, such as automobile manufacturers, pro- 
ducers of steel, mass-produced electrical equipment, rubber tires, office ma- 
chinery, petroleum—the large international elements—etc., form yet another 
group. Since the turn of the century, because of their vastly increased output, 
these industries have spilled over the domestic market, even though it is the 
largest and richest in the world. 

As already indicated, they form a new group with growing free-trade ten- 
dencies. Although they already enjoy all the economic benefits of a mass market 
without exporting, in recent years they have been found more and more fre- 
quently in company—figuratively—with their old opponents and detractors, the 
free-trade advocates. This strange bedfellowship led in recent years to a wed- 
ding of convenience. 

We now see the northern political liberal standing hand in hand with the 
southern “Bourbons” of the cotton and tobacco interests, along with the northern 
wheat and flour interests, on one side of him, and the erstwhile “trusts” and 
“bloated plutocrats,” the old “sinister interests” of the financial centers of the 
Past, on his other side, singing the praises of free trade. 

The issue is not merely one of justice. It is also the practical one 
of how the equilibrium can be achieved. Of course, much depends 
upon the size of the dollar gap. This does not mean that the closing 
of the dollar gap is the only issue; for there were problems of trade 
long before the dollar gap confronted us. But this is the crucial 
problem that must be solved before we tackle broader problems. 

The problems of the weak industries: In the 1950’s the problem of 
tariff cutting as the solution of the year of the dollar gap has 
especially interested management and labor in industries subject to 
serious competition, as well as the regions harboring these industries. 
In the debate, the point has been made that tariffs are one form of 
interference with the free market, and in the determination of na- 
tional policy, this interference should be considered alongside of 
other interventions. 

Hence an industry or region adversely affected by Government 
transfers of cash through tax exemptions—building of plants in 
competing areas stimulated through tax favors—may have a special 
case when the Government determines the allocation of tariff cuts. 
Its case may be even stronger if consideration is paid to large spells 
of unemployment, a loss of jobs in its major industry—textiles— 
of 40 percent in several years, a high degree of immobility of labor 
and hence heavily concentrated and long continued unemployment. 

Surely under these conditions, it becomes difficult to support large 
cuts in tariffs on textiles. The weak industries may i to go 
nevertheless, but it is not practical or judicious to impose additional 
competition on them through tariff cuts, and if the problems of un- 
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employment are serious enough, a case can be made out for reversing 
the trend toward free trade. 

Here you have industries that have serious problems partly be- 
cause of tariff policy, partly for other reasons, sometimes regional 
competition, sometimes an industry that does not do too well in the 
national market. 

For example, in textiles you have the slowest growing industry of 
all the census industries since 1900. 

You must not forget also that Government policy to some extent 
has operated against this industry. For example, the tremendous 
expansion of housing credit and consumer durable credit, has tended 
to divert money into these markets against the nondurable market 
and, therefore, tended to increase consumption atthe expense of 
nondurable items. 

This is pure interference on the part of the Government. 

Now, when you get a certain amount of unemployment in these 
particular areas, you find, for example, in textiles, in New England 
we had 40 percent loss of jobs from 1947 to 1955. 

You find that there are no alternative employments. It takes a 
long time to get these reemployed. 

When President Eisenhower came to Lawrence in 1952, there were 
20 percent unemployed in Lawrence. In 1955 there was still 20 
percent unemployed from Lawrence, in one of the greatest periods 
of prosperity we have had. 

We had a study that shows that within a year or two after people 
lost their jobs in seven textile plants that shut down, more than half 
of them were still without jobs. 

So there are serious problems of adjustment. 

Relevant considerations in tariff adjustments: Let us assume that 
tariff reduction is required both on the grounds of improved political 
relations and as a contribution toward the solution of the dollar 
problem. Then how do we proceed ? 

1. The whole philosophy of the TAP should be discarded. The 
approach should be more imports, not more imports and more exports. 
In the past, the Government has circumvented this problem by 
acquiescing when foreign countries imposed nontariff restrictions. 


Y. In approving any cuts in tariffs, the Government should con- 
sider the following: 


(a) Past reductions. 

(6) The vulnerability of the industry and the region. 

(c) Related to (b), the reductions should be highly selective, taking 
into account the possibility of absorbing labor and capital displaced, 
allowing adequate time for adjustment, providing for suspension of 
scheduled declines in periods of economic deterioration, allowing 
special treatment and even increases and quotas where the defense 
argument could legitimately be used and where serious maladjust- 
ments are involved, termination of tariffs where this country clearly 
does not need this crutch—foreign competion is nonexistent at home 
and not serious abroad. 

(d) Across-the-board cuts should be discouraged. The implication 
should not be that all industries should experience similar cuts. In 
fact, rates might rise in some instances and be eliminated in others 
(cf. Randall report, p. 50; a sensible statement will be found in Council 
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for Technological Advancement, United States International Trade 
Policy, December 1953, pp. 16-18). 

(e) Much has been made of the uncertainty of future American 
tariffs. Here I only observe that it is not possible to introduce com- 
plete certainty in trade policy either here or abroad. It would help 
greatly to simplify customs administration and introduce other 
reforms. The complete elimination of the escape clause is asking 
too much. 

Labor and industry should have some protection against unjusti- 
fiable agreements by United States negotiators. At least until 1955 
the escape clause was not a serious deterrent to trade. Perhaps it 
would be less so if serious injury were not interpreted inter alia as a 
loss in the proportion of total output. 

Obviously the serious injury should be related to an absolute loss 
of sales—quantities—or employment, through other criteria used, for 
example, the relation of costs and prices should not be excluded. 

Speed of adjusment: It is often said that American industries do 
not need protection against foreign competitors any more than the 
old carriage industry needed protection against the automobile 
industry, or Danbury hatters against the changing fashions of attire. 

The economy has not only survived but actually grown in the face of 
declining demand for some commodities or services provided by 
regions. 

In fact, the Randall Commission cites Danbury, hats; Danielson, 
Conn., Lawrence, Lowell, Mass., Manchester, N. H., textiles; Auburn, 
N. Y., International Harvester; Hornell, N. Y., and Altoona, Pa., 
shift from steam to diesel locomotives; Scranton, Pa., coal, as examples 
of localities that adjusted to serious losses of industries and jobs 
(Staff Papers, pp. 411-426). 

But on the basis of my experience in studying the textile situation, 
I would say that the Commission considerably underestimates the 
difficulties of the transition. Depression continued—and continues— 
for decades in the textile towns; workers do not move easily; new 
industries are not easily attracted when tax rates are high, labor 
capital relations unsatisfactory—in part because of unsatisfactory 
conditions in the older industries—the old mills searcely suited for 
new enterprises and their appearance a deterrent. Moreover, the new 
industries attracted too frequently have been the exploitive, low-wage 
industries. 

From the survey of the Randall Commission staff, one would not 
suspect that Fall River, Lowell, and Manchester suffered large spells 
of unemployment even in the twenties, not to mention the thirties, nor 
even that Lawrence was one of the most distressed towns in the country 
in the fifties, with 20 percent unemployment for almost 4 years despite 
the unparalleled general prosperity. Textiles in New England, coal 
towns in Pennsylvania, have been, and continue to be, problem towns. 

A representative of the plate-glass industry expressed the attitude 
of American workers toward mobility. This may well be considered 
an untenable position, but it reflects attitudes that should not be dis- 
missed too lightly (hearings, Senate Finance Committee on Trade 
Agreements Extension, H. R. 1, 1955, p. 915) : 

The working men and women in this industry resent the ideas of being treated 


as robots who may be transferred from one job to another to satisfy the theories 
of foreign trade economists * * *. Many of them have worked in the glass 
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industry all their lives, and are temperamentally and physically unfit except for 
the work they are doing. As individuals they have a right to a proper amount 
of protection against their displacement by foreign workers * * *. 

This may go a little too far, but there is a good deal to be said on the 
general point that the economist does not look only at how much is 
produced, but how that is divided. 

Why do not economists say, not only that free trade prevails among 
regions to the great advantage of the Nation and hence should prevail 
among countries, but also that the movement of industries from region 
to region may be too costly, that there is something to be said _ 

slowing up the migration from North to South or East to W est, 
that the transitional effects would be less costly. 

At any rate, all would agree that government should not take ex- 
treme measures, as it has in the past ‘to accelerate the rate of decline 
in the older regions and stimulate the rate of births in the new regions. 

Now, on the ¢ question of what you can do about these distressed areas 
or displaced industries or firms, Dean Mason said a good deal. I don’t 
know I am very much in disagreement on this. 

I am sy mpathetic with the proposals made by Mr. McDonald and 
elaborated in the Randall staff papers to alleviate the distress caused 
by tariff reduction by providing aid to management and labor. In- 
sofar as such programs 2re practical and can be administered without 
serious abuses, there is much to be said for this approach. 

Clearly the case for tariff reduction is stronger insofar as protection 
against resultant distress is provided. But on the basis of past pro- 
posals and practices for aiding industries and regions in distress, I am 
skeptical that much will be done in this direction. The Randall Com- 
mission itself repudiated this approach. 

In 1956 the Executive proposed a program to help depressed areas. 
But the two parties disagreed on the details, and the administration 
allowed the bill approved by the Senate to die in the House. 

Amonk the measures that might be taken are the following: liberali- 
zation of unemployment insurance, dismissal pay, retraining of work- 
ers, improved employment service, payment of travel expenses to 
workers moving to regions offering jobs. 

The Randall Commission staff estimates that the cost of a generous 
program per 100,000 displaced workers would be $140 million paid 
over several years (staff papers, pp. 391-397). This leaves out of 
account the problem of salvaging the investment and management 
involved. Here the proposals are limited to tax amortization, help 
in adapting capital to other uses, technical assistance, loans or guaran- 
ties under the Small Business Administration (ibid., pp. 387-388). 
[t is obvions that management of industries vulnerable to foreign 
competition would not consider this adequate. 

How much aid would be required depends in part upon the numbers 
that would be displaced. From this viewpoint also any tariff con- 
cessions are made with less damage in periods of growth than in 
periods of decline. Obviously, if the country adds 600,000 jobs a 
year, the problem is more easily solved than if the country loses a 
million or more jobs i in a year. 

The Commission staff put the total employment in foreign trade at 

316,000. Here the assumption is that employment would suffer if 
trade were eliminated or drastically reduced. Actually there would be 
a loss of income and probably a rise of employment since goods would 
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be produced less efficiently. In some conditions less trade might also 
mean higher income. 

It should be observed, however, that the 1,250,000 of employment 
related to processing and distribution of imports would largely, if 
not wholly, be transferred to servicing goods substituted for imports. 
Furthermore, some questions may be raised concerning the estimate 
of export employment. 

Does it follow, for example, that, because 10 percent of farm produce 
is exported, 10 percent of farm employment is the result of exports? 
Actually the disappearance of the export market would cut employ- 
ment much less than 10 percent (ibid., pp. 373-374). 


VIII. THE JAPANESE PROBLEM 


Since, in evidence before the Ways and Means Committee on Febru- 
ary 1, 1956, I presented some views on -Japanese competition, and since 
the New England governors presented a memorandum to the Honor- 
able Sherman Adams on July 16, 1956, I can be brief here. Before 
the Ways and Means Committee I said as follows: 


Finally, all will admit that the Japanese situation is serious; and for our 
security, her problem of the balance of payments should be solved. But her 
ailments are many and deep, not the least of which are the loss of the Chinese 
market formerly accounting for about one-half her exports, the destruction of 
eapital plant in the war, unwise economic policies (too much investment and 
consumption as suggested below), the large money and wage inflation not offset 
by a corresponding depreciation of the exchanges, the abandonment of United 
States aid, the loss of territory with corresponding losses of export potential 
and increased need for food imports (rice exports of the Asiatic countries are 
down by one-half), the continued rise of population accompanied by increased 
need of imports of food and raw materials, the loss of dollar income associated 
with reduced shipping and fishing income, and the unwillingness of western 
Europe to open their markets to Japan. In the light of these fundamental 
changes, it is not likely that tariff concessions at the expense of one of the 
United States major weak industries is going to contribute in any important 
way toward the solution of Japan’s dollar problem. 


In the meanwhile, recent figures reflect a large improvement in the 
Japanese situation. From 1953 to 1955 her reserves rose by one-half, 
an indication of an improved economic situation, Her manufacturing 
output increased by 19 percent, her volume of exports by 62 percent, 
and imports by but 7 percent. 

In an official organ—Japan Report, August 17, 1956—the Japanese 
note a gain of $535 million in reserves, and the best year in the post- 
war decade reflected in a 31-percent rise of exports and only 13 per- 
cent in imports. 

Indeed, as Government officials have noted, the United States ex- 
ports more agricultural products to Japan than she imports manu- 
factured goods from here. And more raw cotton is exported to Japan 
than imported from her in the form of textiles. (See hearings before 
Senate Committee on Foreign Relations on Imports of Cotton Textiles 
from Japan, June 16, 1956.) 

Aside from special Government financing available for our exports, 
one can still inquire whether an industry with about 2 percent of the 
Nation’s jobs, an industry losing ground absolutely and relatively, an 
industry with a low-wage level and heavily concentrated, and one with 
serious regional movements, should be asked to solve the Japanese prob- 
lem, which is one not only for the Nation as a whole but for all free 
nations. 
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The fact that imports are but a few percent of national output 
should also be interpreted in the light of the vast expansion of imports 
from Japan in recent years and also the concentration on certain 
items. 

In this connection much has been said concerning the imposition 
of quotas on imports of textiles from Japan. Quotas represent such 
a break with our trade policy that they should not be imposed unless 
the provocation is great indeed. The unfortunate aspects of the im- 
ports from Japan are: 

1. The rapid rise of imports into the United States; 

2. The large contribution of textiles; 

3. The heavy concentration on a few items: velveteens, ginghams, 
ae 

. The heavy concentration on the American market; 

5 The failure of Western Europe to match the concessions made in 
Geneva under GATT and, hence, their unwillingness to share the 
cost of solving the Japanese ‘problem. 

In the light of these considerations, a solution along the following 
lines might be helpful : 

1. Anagreement with Japan for a more orderly rise of Japanese 
textile exports to the United States: 

2. An agreement on the part of other nations to share in the 
penetration of markets by Japan; 

3. Greater diversification of Japanese exports, and, hence, shar- 
ing of adjustment costs by stronger industries in the United 
States, and of Japanese textile exports; 

4. A less inflationary monetary and fiscal policy in Japan and, 
hence, less pressure on imports; 

5. A greater contribution through investments in Japan and 
Kr forms of aid; 

3. A greater concentration of Japan on markets of United 
States exporters. Here on the whole the costs would be borne by 


our strong export industries rather than by our weak domestic 
industries. 


IX. GENERAL OBSERVATIONS 


Dollar gap and trade policy: The general position taken is that a 
solution of the dollar problem must stem not only from a rise of 
imports but also from relative losses of third markets by American 
exprters and by a continuance of loans and aid. Sacrifices should 
not be concentrated on industries vulnerable to foreign competition. 
This rise of imports, we emphasize, is more likely to be associated with 
the growth of the national income and the increased needs of raw 
materials from foreign sources rather than with a liberalization of 
trade practices. 

This does not mean that liberalization of trade is not on the agenda. 
But we do stress the fact that practical considerations, such as the 
osts of adjustment not cffset by compensation, the relation of control 
by Government of imports to other market controls, e. g., agriculture, 
the level of business activity, the past reductions in tariffs, the relative 
degree of trade restrictions here and abroad, the relevance of defense 
needs, the limited area in which tariff redumtion is likely to be effec- 
tive—these limit the area of tariff reduction. 
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Furthermore, the problem is not merely one of tariff reduction, 
which, despite the denials of many who have fought for the TAP over 
20 years and insisted on its gains, has been substantial. Indeed, some 
attention has been paid to injury done to American industries; and it 
is unrealistic to assume that no attention should be paid to this aspect 
of the problem. 

We agree that the escape clause may be abused, but at least until 
1955 it was not abused, and properly limited, that is, losses rather than 
failure to share a market’s gain, should be the criterion, the escape 
clause can be supported. There is, after all, a question of stimulating 
imports with minimum damage to domestic industries. But I hasten 
to add that the 1955 amendments may increase the protectionist effects 
of the escape and peril-point clauses. 

The prospects for a decline in the dollar gap are good, especially if 
anew major war isnot upon us. Particularly fruitful would be a rise 
of tourist outlays in relation to past proportions of this variable to 
income, and a reduction of protectionism on the $50 billion of current. 
Government purchases from business, and especially when sales are to 
growing and strong industries. 

Attacks along these lines, as well as the increasing needs of imports 
of raw materials and food, should contribute greatly towards the solu- 
tion of the dollar problem. Insofar as these are inadequate, losses 
of export markets of United States exporters, with exports greatly 
inflated in the past, should help solve the problem of dollar equilibrium. 

There are many reasons why this development has not obtained in 
recent years, but, as both MacDougall and Harrod have shown, there 
are reasons to expect gains for Western Europe in third markets in the 
future. And in 1953-54 there are some signs of improvement here. 
The failure to penetrate our market is much more the result of imper- 
fections, inclusive of the high price of commodities to consumers as 
compared to that of the price of the export component, than it is of 
high tariff policy in this country. 

Especially important is the likely rise of imports of raw materials 
and food by the United States. According to one estimate, United 
States imports—in 1950 dollars—are estimated to rise from $8.7 billion 
in 1950 to $15.4 billion in 1975. According to another estimate, the 
increase would be $3.3 billion additional if allowance is made for the 
increase in real prices of imports. (See Resources for Freedom: 
Foundations for Growth and Security, I, 1952; E. R. Schlesinger, 
Economic Development With Stability, IMF Staff Papers, February 
1954, pp. 387-415; and an unpublished paper by H. G. Aubrey. For 
some reservations on these statistics see my paper Expansion of Latin 
American Trade for Rio Conference, 1954.) 

Against these potential gains we should note that there are some 
trends which tend to cut trade: Insecurity and, hence, emphasis on 
self-sufficiency, the tendency of services, largely nontraded, to grow 
more than income, the increased price of the final product relative to 
the import component—related to the growth of services—and, finally, 
the tendency of more and more countries to achieve markets at home 
large enough to assure minimum costs—hence, lesser gains from trade. 

Significance of liberalization of trade: That we do not put exces- 
sive weight on the gains from liberalization of trade does not mean 
that we dispense with that approach completely. It hasa place. We 
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do not aecept the high wage or the “high wage when not offset by 
high productivity” arguments most frequently adduced by the 
protectionists. 

We regret that the Randall Commission has accepted this argument 
ina limited form. The defense argument has an element of strength. 
But it is important to weigh the costs against the gains of security, 
as well as the possibilities of alternative source of supplies. And we 
must add up the costs of all these programs in terms of reduced income. 

In the light of this discussion we conclude that the various commis- 
sions that have reported on international economic policy have over- 
stressed the importance of tariff policy or even trade policy generally, 
that the TAP program can contri ute little to the solution of the dollar 
problem unless its spirit is violated, that the TAP program, how- 
ever defensible in 1934 as an approach to more trade, is not acceptable 
today when what is required is not a balancing of imports and exports, 
that these commissions rightly stress other attacks: e. g., more tourism 
and an attack on buy-American legislation, that they all considerably 
underestimate what should appropriately be done through relative 
losses of export markets by the United States and United States aid 
and loans. Here they have been overimpressed by false theories of 
bankruptcy. 

None of these commissions, moreover, have faced up to the problem 
of the timing of liberalization of trade. 

Finally, the proposal to simplify tariff administration and correct 
abuses in classification and valuation is in order. But a resultant rise 
of imports must be considered as part of a general program for raising 
imports. 

Broader considerations: How much longer the problems of inter- 
national disequilibrium will trouble the world will depend especially 
upon the trends in the cold and hot wars. But many other factors are 
also relevant : the manner in which the United States takes its gains of 
increased productivity and, similarly, for the nondollar world; the 
trade policies of both the United States and other countries: the extent 
to which the day of reckoning can be put off by long-term loans and 
grants by the large creditor countries; the use made of these resources 
by the borrowing countries; the extent to which the increased need for 
raw materials and food by the United States over the next generation 
will increase the prices and the value of her imports; the skill and 
courage with which all countries will use both fiscal and monetary 
policy to contract and expand as the situation required, taking into 
account both domestic and international objectives; and, finally, the 
success of the nondollar countries in capturing third markets from the 
United States, in turn related to skills in reallocating resources, in- 
creasing productivity, depressing relative prices, et cetera. 

It is not likely that these problems are going to be solved overnight, 
though they may well give us less trouble than they did in the first 
postwar decade, and in part because the imbalance in the early postwar 
years was related to the damage caused by the war. 

We can also be reasonably sure that the world in the next 10 to 25 
years will not be one with the dependence upon free market forces 
that classical economics assumed. Automatic responses will not bal- 
ance accounts, and it will be necessary to depend upon many overt 
actions by responsible authorities. 
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That the objectives of economic policy include full employment, 
economic growth, and the telescoping of economic development into 
a relatively short time and not merely the optimum allocation of fac- 
tors of production as assumed in classical economics means that trade 
policy will require more careful consideration than ever as one of 
the many weapons used by Government to attain major objectives. 

Insofar as there persists imbalance in the international accounts, 
then special treatment is required to bring about some kind of inter- 
national balance. Excessive dependence on the pricing mechanism 
is likely to be rejected in part because these responses may be too slow, 
just as they are in wartimes. 

Recent trends: At the end of a decade following World War II 
world trade had recovered in a rather remarkable manner. The vol- 
ume of trade in 1954-55 was about 50 percent above prewar, a rise not 
far out of line with that in output. However, as compared to pre- 
World War I, trade relative to output was still at a low level. uch 
poe had been made in the fifties in removing obstacles to trade, 

ut it can also be said that, though impediments remained much more 
important than in prewar, trade had rebounded satisfactorily. 

But the structure and distribution of trade had undergone signifi- 
cant changes which seem to have long-run relevance. Trade within 
industrial areas and also within regions, for example, Western Europe, 
North America, and within associated countries, for example, the 
L area, seems to be more important relatively than in pre-World War 
II. With great shortages in raw materials or—and—increased econ- 
omies in their use, trade in raw materials has declined. The industrial 
countries seem to use about one-half the input of raw materials, power, 
and so forth per unit of value added as compared with nonindustrial 
et cetera per unit of value added as compared with nonindustrial 
countries. This means that the former process much more. Greater 
gains of output in underdeveloped countries then tend to be more 
costly in materials. 

With population rising more rapidly in nonindustrial countries, 
their relative contribution to food exports tends to decline, and the 
production and exports of food by industrial countries to rise. It is 
not surprising then that food prices were almost 40 percent higher 
in 1954—second half—than in 1950; raw materials 15 percent higher, 
and all traded commodities, only 10 percent higher. The shift from 
agriculture to industry in part associated with development and rising 
incomes is relevant here. 

It is clear that trade has recovered in a satisfactory fashion. But 
it is also clear that the structure of trade has changed. For example, 
between industrial and nonindustrial countries trade in raw materials 
has become much less important relatively—an 8 percent decline in 
volume from 1938 to 1952; in food and manufactured goods, much 
more important, with respective rises of 46 and 82 percent. 

Mr. Bocas. Thank you very much, Professor Harris. 

Will you come back at 2 o’clock? The committee would like to 
examine you. 

(Thereupon, at 12:50 p. m., the committee was recessed, to recon- 
vene at 2 p. m., same day.) 
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(The hearing was resumed at 2: 15 p.m.) 

Mr. Bogaes. The subcommitiee will come to order. 

Professor Harris, we appreciate your statement. Mr. Harrison, 
do you have any questions ? 


STATEMENT OF PROF. SEYMOUR E. HARRIS, CHAIRMAN OF THE 
DEPARTMENT OF ECONOMICS, HARVARD UNIVERSITY—Resumed 


Mr. Harrison. Have you any comment on the working on the peril- 
point provisions, and the escape-clause provisions of the existing law? 

Mr. Harris. Well, I would say that, of course, there could be all 
kinds of reforms. I have appeared before the two committees (Tariff 
Commission and the Reciprocity Committee) a number of times, and 
they seem to be an intelligent group and conscientious and I am sure 
as fair as they can be in the light of all of the pressures they are sub- 
jected to. 

I think one of the problems is that there is a good deal of indecision 
as to what the criteria are. As you recall, the original Presidential 
Executive order on the escape clause did say that relevant were losses 
of the industry, prices, profits, relative positions in the industry, and 
a number of items of that kind. It seems to me that President Eisen- 
hower a number of times when he has turned down a recommenda- 
tion, has pointed out that actually this industry was gaining ground, 
but only losing relatively. This is one of the fights or issues on which 
there isso much disagreement. 

Of course there is a difference of opinion as to whether injury is 
really done if a concern or an industry, for example, does suffer a rela- 
tive loss even though it is growing. I think in the bicycle case it seemed 
to me quite clear thatthe bicycle industry was losing both absolutely 
and relatively. 

Mr. Harrison. I am having difficulty hearing you, Mr. Harris. 

Mr. Harris. In the bicycle case, I would say there was a consid- 
erable amount of loss both absolutely and relatively, and the President 
found it difficult not to give a decision that was at least to some extent 
favorable to the bicycle industry. 

I think in textiles there has been a good deal of discussion of the 
fact that they have made appeals to the Tariff Commission under the 
escape clause, and the Tariff Commission has said, “Well, we do not 
want to do anything about it. There are hundreds of items involved 
and you have to have a separate case in every instance.” This is a 
tough problem of how you can bring in an escape-clause case to the 
Tariff Commission, and to what extent you can break down those 
things. It seems to me there is a lack of staff and lack of money for 
the Tariff Commission, and on the whole my impression is that the 
Tariff Commission needs personnel—the people that really dig down 
for the facts and generalize. : 

They often turn out good reports. I say this with Mr. Morrison here 
who isa very able chap if I may say so, and I have known him for years. 
It seems to me that the Commission has not had its share of young 
talent coming along in economics. What the reason is I do not know. 
Perhaps it is not a glamor job. As a teacher over a period of some 40 
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years, I can say that I have not had many requests from the Tariff 
Commission, and my best men have not gone to the Tariff Commission. 

Now, perhaps they could inerease their pay or make the job a more 
interesting one, but in any case I think the Commission needs more 
money. Of course how the escape clause and how the peril-point de- 
cisions are going to be made will depend in part wpon the tendencies 
and the views of the members of both of these committees, that is the 
Reciprocity Committee and the Tariff Commission. 

I think we all agree that the members of the Tariff Commission 
should operate in the national interest. Nevertheless, it is true that 
when a man is appointed to some extent his position is considered 
and therefore the decisions to some extent will be determined by the 
type of people and their views. I do not think that the provisions 
work too well as yet, but I think it is more of an administrative prob- 
lem than it is a legislative problem. 

I think that is what Dean Mason said. Despite what the executive 
order says, there is still a good deal of difference of opinion. For 
example, you get an industry that is hit hard, and people immediately 
say, “Well, it is hit hard. Is it the tariff or because they have incom- 
petents runnings the industry?” Very often it is very difficult to 
distinguish these two things. 

In the industry with which I have been closely associated, I have 
always had a feeling and this is even true in New England where we 
have been losing ground, that the entrepreneurs are a pretty able 
group, but they are up against a very tough situation. But I do 
want to say, as I said before, that it would be a terrible mistake to 
do away with the peril-point provision or the escape clause, as so 
many economists have suggested. 

Beyond that, I do not know that I can help you a great deal. 

Mr. Harrison. Could you suggest any way in which we could sim- 
ply file the procedure and reduce the amount of complaint about the 
way in which it is operating? 

Mr. Harris. Well, aside from larger staff and more able staff, you 
are going to get an awful lot of complaints. If the Tariff Commis- 
sion is all more or less free trade, you are going to get an awful lot 
of complaints from the industry. If on the other hand, the Tariff 
Commission is on the whole highly protectionist, you are going to 
get an awful lot of complaints from people who are looking at the 
national interest in terms of our responsibilities to Western Europe 
and Asia and all of that sort of thing. 

Now, it does not seem to me it is humanly possible that you are 
going to have anything operating in this field without a terrific 
amount of complaint from one side or the other. 

The only thing we can hope for is an adequate staff, a better and 
perhaps more precise definition of how we measure injury, and per- 
haps as far as we can by getting members of these commissions who 
are objective and will consider not only the national interest but also 
in terms of the national interest how much harm is done to weak 
industries against the good that is done to strong industries. 

Mr. Harrison. Now directing your attention to the decisions of the 
Tariff Commission on the escape clause, has there been a pattern in 
those decisions, or have they been more or less hodge-podge, as you 
said ? 
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Mr. Harris. I find it a little difficult to find much pattern in the 
decisions. This is partly, I think, because the personnel of the Com- 
mission has been changing a good deal from time to time. Obviously, 
when the Democrats were in for a long time, they tended to have 
more of the free trade, although I must say, as I observe the situation 
now, I am not at all clear which is the protectionist party, the Demo- 
crats or the Republicans. 

There is no doubt the Democratic Party has become more protec- 
tionist in the last 10 or 15 years. My own impression is that the Com- 
mission is now more protectionist than it used to be, and therefore you 
are likely to get statements that if an industry loses its share of the 
market, an injury has been done. Therefore, you would expect some 
increase in the tariff, or suggestions for quotas or something of this 
sort. 

My impression also is that in more cases now—Mr. Morrison would 
be much more expert on this than I—you do get decisions that are 
more favorable to the industry than used to be true many years ago. 

Mr. Harrtson. It could be because the situation is worse, though, 
could it not? It is true that the competition is doing more injury; is 
that not true? 

Mr. Harrts. It is true that there are very vulnerable industries. On 
the other hand, Congressman, you know it is also true that this has 
been a prosperous period in this country, and in that kind of period 
you might expect less complaints because you could absorb the foreign 
competition more than was true in the past. Now, you take the chem- 
ical industry, for example. The chemical industry is a strong, power- 
ful industry, as is evident in its growth, and in its wages and a great 
many other things. 

But you probably know better than I do that the chemical industries 
are tough babies to deal with. They are strongly organized, and they 
believe firmly in protection, and they think the Germans are going to 
take away their market. 

Mr. Harrison. Are they right about that or not? 

Mr. Harris. I think in some particular products, this is probably 
correct. You have to distinguish the different products. But T would 
say on the whole, I wish the textile industry were in the position the 
chemical industry isin. 

Mr. Harrison. Let me go a step further, then, and ask you if there 
is any pattern, or has there been any pattern in Presidential action 
on the Tariff Commission’s recommendations for relief under the 
escape clause in the last 314 years ? 

Mr. Harris. As I recall, I do not think Presidents Roosevelt or 
‘Truman were very anxious to make concessions here. I would say that 
President Eisenhower has in general been inclined toward free trade, 
partly because of his interest in the whole international picture. 

Mr. Harrison. I am addressing myself primarily to a pattern, 
whether there has been any pattern in the cases in which recommenda- 
tions of the Tariff Commission have been followed and cases in which 
it has not been followed ? 

Mr. Harrts. You are referring to a pattern. TI have been trying to 
say that the only difference that I could observe was that the Com- 
mission itself, as I just said, tends to be more protectionist, that is my 
impression over the years, than it was before. I would say President 











72 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


Eisenhower started out on a free trade general position, and not being 
very sympathetic with concessions, higher tariffs and so forth. I 
think heat has been put on President Eisenhower, and in a number 
of cases he has vicided 

Mr. Harrison. The heat ? 

Mr. Harris. Yes. 

Mr. Harrison. Let me ask this question. Is there any real differ- 
ence in this as to the necessity of relief between the brier pipes and 
bicycles? Brier pipes were denied and bicycles got it. What is the 
distinction between them ? 

Mr. Harris. I do not know the brier-pipe situation frankly, and I 
cannot recall it although I read the decision. In the case of bicycles 
I do know the situation pretty well. A number of gentlemen from 
the bicycle industry came down to see me and wanted me to represent 
them and I talked to them about the industry. After I spent a couple 
of hours with them I said, “I am sorry, but I have never represented 
an industry and I am not grngte do it this time.” 

But I learned a good deal about the industry, and I went back and 
read some of the material. It was quite clear to me that the bicycle 
industry, at that time, had taken a very big beating in terms of British 
competition, and to some extent German and so on. 

Now, I do not mean to say for 1 minute that this was not partly due 
to the fact thtat they were not turning out enough lightweight bicycles. 
Asa matter of fact, some of these gentlemen said to me, “We were the 
first ones to turn out a lightweight bicycle,” and I said, “Why do not 
you ie some more out now instead of going to the Tariff Commis- 
sion ¢” 

In any case, they certainly were losing their market, not only rela- 
tively but absolutely, and under those conditions the President found 
it very difficult not to make a concession, although the concession he 
made was not one that pleased the bicycle industry, and it did not 
please the free traders either. 

Mr. Harrison. What mistakes were the brier-pipe people making 
then, that got their relief denied ? 

Mr. Harris. You had better ask that question of Mr. Morrison. I 
think that he could give you the answer, or perhaps Mr. Thorp can. 

Mr. Harrison. You talked about the President yielding to pressure, 
or you say the heat was on. Do you mean the pressure was on, political 
pressure ¢ 

Mr. Harris. Of course there is political pressure on. You know 
that as well as I do. 

Mr. Harrison, I was just wondering. 

Well, in that connection, let me follow that with one more question : 
That being true, as you said, would you care to comment on a proposal 
that we should enact legislation making findings of the Tariff Com- 
mission more binding on the President, so that the element of political 
heat would not enter into it? 

Mr. Harris. Frankly, although I have slight protectionist tenden- 
cies, I do not think that I would be too happy about that. The Presi- 
dent represents the Nation, and the overall interests of the Nation are 
very important. Sometimes the Tariff Commission, looking at cases, 
one by one, will not adequately take the general interest into account, 
whereas the President must. 
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I do not think I would like to see the President’s hands tied com- 
pletely on this issue. 

Mr. Harrison. I would not say completely, but let me ask you this 
along that line: A concern claiming injury under the escape clause 
goes through what is tantamount to protracted litigation, and expen- 
sive litigation, and it lasts a long time, and it costs them a great deal of 
money, on an issue of fact involved. Suppose it wins before the 
Tariff Commission, and a factual report is made based on technical 
or very highly technical testimony and assume that they are being 
injured. 

Then it goes to the President and they have no redress there, and 
they have no right to appear there, and without reason the Tariff Com- 
mission’s factual findings are either disregarded or set aside. Is that 
not pretty hard, or is it ? 

Mr. Harris. Of course the President is supposed to take into account 
the factual findings of the Tariff Commission. In most of the cases 
I have read, and I have read a lot of them, the President does more or 
less discuss the factual material that the Tariff Commission has pre- 
sented and explains why he does not accept the decision. 

I think it is unfortunate, and of course the people that make these 
appeals do lose a lot of money and time, and it takes too much time to 
get these decisions. I think more staff might help. There should not 
be these long delays. Of course these people know the President is the 
ultimate arbiter, and of course if they are turned down often enough 
they are not going to make these expensive pilgrimages to the Tariff 
Commission. 

You might consider the textile situation. There has been a lot of 
discussion about what could be done to help this very sick industry. 
The Tariff Commission turned them down. We appeared before these 
other committees and I think to some extent in the Geneva Conference 
they did take into account some of our suggestions and they were not 
quite as tough on textiles as they otherwise would have been. 

Now, what has the textile industry done? Twice they went to the 
Congress, and they lost by only 2 votes in getting a rider on 2 impor- 
tant bills, to get a quota on Japanese imports. 

Well, I am not too enthusiastic about quotas, but the industry has 
been operating on the White House, and Senator Knowland promised 
the he soni that the President would do something in the debate where 
they lost by two votes. My guess is that the White House under this 
pressure, particularly in an election year, may well do something. 

Mr. Harrison. Well, what I am trying to get at is, would it be better 
to have the findings of the Tariff Commission be at least the weight of a 
verdict of the jury rather than of these things decided under pressure 
in an election year? 

Mr. Harris. Well, there are pros and cons, but I still hold to my 
original position, Congressman. 

Mr. Harrison. That would mean, to come right down to it, it means 
an industry with political “umph” gets relief and one that does not 
have it does not. 

Mr. Harris. This is true in virtually every decision made by the 
Government. You know that as well as I do. It is true there is a 
good deal of unfair treatment, industry by industry, and the industry 
that is well organized, spends a great deal of money and has access to 
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the White House, and so on, is more likely to get what it wants than 
the other industry. 

That is one reason why I put the export industry against these 
weak industries that need some help. The export industries are 
really awfully well organized, and they have plenty of cash. 

Mr. Harrison. Certainly we should not leave a situation, if we can 
help it, where the question turns en a political consideration, if there 
is any way to avoid it. 

Mr. Harris. Congressman, I am only an economist, mind you, but 
any economist knows that these are not merely economic considera- 
tions. I object to a number of economists who think these are purely 
simple academic economic problems. There are institutional factors 
involved here, as you and I know, and you cannot neglect these, and 
the political issues are important. 

Mr. Harrison. I have one more question. You suggested a more 
precise designation of serious injury as being desirable. Now, have 
you devoted any thought as to how this concept can be made more pre- 
cise and what criteria there should be? 

Mr. Harris. I hope Mr. Morrison and Mr. Thorp might correct 
me on this, because I have reached an advanced age where I cannot re- 
member anything any more. But unless I am mistaken with refer- 
ence to the escape clause, the original executive statement does say, 
“Relative losses as well as absolute.” 

But it seems to me the President has not interpreted it that way 
always. Now, I do not know whether you ought to have a more 
precise direction. I would say if there were absolute losses and un- 
employment is serious, and there are large declines, and immobility 
and difficulty of finding new outlets for the workers, there certainly 
is a strong case for action. 

Now, if, on the other hand, the industry is growing, say, at the rate 
of 10 percent a year, but the foreign sales have increased 2 to 4 percent 
or something of that sort, I do not feel too strongly about making con- 
cessions there. Now, I think these are matters of judgment, and 
matters of administration, and people who administer this program 
must take them into account. 

Mr. Harrison. That is all. 

Mr. E. Marrry. Did I correctly understand that you did not think 
quotas were a very good thing as substitutes for tariffs? 

Mr. Harris. Of course, we do have quotas in the agricultural field, 
I think, as Congressman Boggs pointed out. 

Mr. E. Martin. They are in addition to tariffs, are they not? 

Mr. Harris. Well, they are a form of trade restriction, of course, 
and, as most economists say, they are a less desirable form because 
they — the product out, yousee. I feel, as I have said in my paper, 
that unless there is a very strong provocation indeed, I would be 
against quotas in manufactured goods. This is a great break with 
our tradition, and I think that if this is once started that you may 
have a much more serious degree of protection, and in terms of our 
international responsibilities this may be unfortunate. 

Mr, E. Martin. Do you think there ought to be quotas on textiles 
now ¢ 

Mr. Harris. My committee, the New England Governors, has come 
out for quotas, but I never personally have done so. I think the 
Japanese rise of exports to this country has been rather alarming to 
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textile people. I hope very much, as I said in my paper, that some 
agreement could be worked out with the Japanese, so that the rate of 
increase is moderated, so there would not be any really serious effects 
on an industry that is already sick. 

Mr. E. Martin. Do you think it would be sound policy to have quotas 
on Japanese textiles, but not on British or French textiles / 

Mr. Harris. Well, Mr. Martin, let me tell you one of the things 
that has annoyed me and I think has embarrassed the freetraders, 
and mind you, I am a freetrader, too. Some of my colleagues do not 
believe this, but I am. Let me tell you that, as far as quotas on Jap- 
anese as against others, of course, one could say, “Why pick on the 
Japanese?” But let me point out to you that in the Geneva meetings 
recently the United States did make great concessions to Japan, and 
most of the European countries did not. They refused to match the 
United States. 

In other words, now the United States is taking an excessive part 
of the total burden. You can say, “Well, these countries are short of 
dollars.” It is true the British at the present time are having their 
trouble, and you could say, “The British are justified in doing this, 
but many of the European countries are not.” Therefore the burden 
of a Japanese problem should be shared and some part of the burden 
be located in other ways than these tariff euts. 

Now, the Japanese may be willing to work something out, because 
they know that, if the rate of importation becomes very large, as it 
has to some extent already, there is going to be serious action taken 
here, as would be true in almost every other country. 

Mr. E. Marvin. Going on the basis of quotas as a substitute for 
tariffs, you say that it would be a great break with tradition. Would 
it be any less of a break to have the foreign countries exporting goods 
to us subject quotas on the trade than if we put it on at this end? 

Mr. Harris. I missed the last part of your question. 

Mr. E. Martin. Is there any real difference in commercial policy to 
have the quotas applied at the exporting end than on the import- 
ing end ¢ 

Mr. Harris. Well, I suppose actually this is not a free action on the 
part of the Japanese. That is pressure being put on them. The only 
point is that the Japanese would look at this as a choice of evils and 
they would say, “Well, now, we can work this out, and we will avoid 
a formal quota, ad perhaps we can export more this way than we 
would if the United States once embarked on a quota policy.” 

Mr. E. Martin. So the only difference you can see is that in the case 
of the export quotas, it may be the exporter would get a little bit 
better break. But there is no difference policywise, is there ? 

Mr. Harris. Certainly it is a form of quota, and as I say, we need 
great provocation to justify it. 

Mr. Morrison. Do I understand that your criticism of the trade 
agreement program is mainly on two grounds? One is that it has 
not done for our volume of imports, and therefore our exports, what 
it was alleged it would do. That is, it would give a good deal of 
Impetus to importation. Secondly, your criticism is that it has caused 
a great deal more difficulty for domestic industry than it was contem- 
plated it would, or admitted that it would by its proponents? 

__ Mr. Harris. I am not going to fall into that trap. I would say this: 
lhe whole theory of the trade agreement in 1933 and 1934 was probably 
83979—56—pt. 16 
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justified at that particuluar time because world trade had collapsed 
and Mr. Hull and Mr. Roosevelt were trying to think of some way of 
increasing the total amount of trade. 

One might say that in these years, the reduction in the tariff was a 
move in the right direction, although I would say in the thirties it did 
not lead to any large rise in total amount of trade. I also hold to my 
general position that the people who talk about tariff cuts as a solution 
to this problem exaggerate their position. Tariff cuts are only a 
partial solution of this problem. 

I also say even though the tariff cut does not result in any very large 
rise of imports, it nevertheless may do a considerable amount of 
damage to industries that are in trouble and are on the brink of greater 
difficulties. In other words, if you lose 3 or 4 percent of your market, 
if you are a strong growing industry, this is not very important. But 
if you are a weak industry or in a weak region, this does make a great 
deal of difference. 

Mr. Morrison. I did-not intend this to be a trap. 

Mr. Harris. I know you did not. I thought it sounded like a trap 
question, but I am sure you did not intend it. 

Mr. Morrison. I take it from your paper—and may I say also I 
have not had a chance to read the whole paper, and so I may be going 
into things that you develop in the paper. 

Mr. Harris. I can hardly blame you for that. 

Mr. Morrison. I understand that a great deal of your concern is 
about the impact of the program on certain depressed areas or in- 
dustries, particularly those of New England ? 

Mr. Harris. Well, let me say when I was invited to come here, I 
came as an economist. It is true I am the chairman of the New 
England Governors Textile Committee, and I have at various times 
advised New England governors on all kinds of economic issues, and 
so I have a special interest in New England, and I have spent a long 
time studying the New England economy. 

I think that this problem of treating depressed areas is partly a 
matter of tariffs. I do not mean to say in any sense it is mainly a 
tariff issue, but that it is a tariff issue partly. I tried to present my 
position today as an economist, looking at the national interest, but 
also taking into account the problem of distribution by industries and 
regions which is part of the problem of the national interest. 

Mr. Morrtson. I gather then that you do not think the problems of 
these New England industries that you are speaking of are much 
different on account of import competition than competition from 
domestic producers, that 1s with industries shifting from New 
England ? 

Mr. Harris. Mr. Morrison, I go even further, and I say I wish that 
the foreign competition were as serious as the southern competition. 
But that does not mean the foreign competition is not serious, and just 
because the southern competition is so serious a given amount of for- 
eign competition becomes more serious. 

Mr. Morrison. The point I am trying to get to, I think it is one 
that Mr. Mason touched upon and you have also, is you would not 
like to prevent a shift of industry as technology and other things 
demand or at least make appropriate ? 

Mr. Harris. Well, I will put it this way, Mr. Morrison: We all, and 
every economist, you and I, and Mr. Thorp back here, and I do not 
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know how many others in this room have had a course in economics, 
probably most of us, have all been brought up on the general theory 
that the strong must survive and the weak must be destroyed. My 
friends will say to me, “Well, now look at the old carriage industry 
with very little improvement, and look what the automobile industry 
has now.” 

It is true the poor old carriage manufacturers have gone out. This 
is all right. But I still say that there are serious problems of adjust- 
ment. I think Mr. Mason stated very well the problem that if the 
transfer of resources problems is serious and if the injury is con- 
centrated on a few industries, or a few regions, and a good many “ifs” 
of that kind, that in these cases it is very well to take into account 
the fact that if an industry is going to die because it is weak and because 
of strong foreign competition requires a tremendous tariff or because 
of southern competition, in these cases we still want to slow up the 
rate of decline even if it means a lower national output, because the 
amount of injustice and damage done to these relatively small groups 
compared to the whole population is very serious. 

It is not easy, as Dean Mason showed, to make the necessary adjust- 
ments. It is easier to make them for labor than it is for capital. I 
do not think you can say that just because industries are growing and 
new ones are coming along, we do not pay any attention to the weak 
industries that are being injured by progress. I think sometimes it 
can be said that progress is too rapid rather than too slow. 

Sometimes we would be better off if progress were a little slower, 
because the more rapid the progress, the more serious these adjust- 
ments are. 

Mr. Morrison. What I was thinking of was the President’s difficul- 
ties when you get a situation where domestic industry is declining 
either as measured by the proportion of the market it is supplying or 
by the absolute amount of the production. 

You would not want to make an absolute test of serious injury, either 
one or the other, would you ? 

Mr. Harris. Well, I would simply say that we had in New Eng- 
land a 40-percent decline in jobs and textiles, and this is the biggest 
industry in New England, over a period of 8 years, and the whole 
industry has been declining in employment. The South is beginning 
to go through this same process, and it is one of the slowest growing 
industries in the South. If you have that kind of a situation, looking 
at it from the viewpoint of New England, I am reasonably sure we 
are going to lose more jobs in textiles. 

I do not know how much we are going to be able to retain over 
the years. But I think it makes an awful lot of differences if we lose 
this industry in 20 years rather than 2. Because if we lose it in 20 
years we can make adjustments and if we lose it in 2 it is very difficult 
to make the adjustments. I say in that kind of a situation, where 
you have that kind of competition, and New England is hit by all 
kinds of other Federal policies, you are simply doing something that 
is suicidal as I told both the Tariff Commission and the Reciprocity 
Committee if you cut tariffs on textiles. 

Mr. Morrison. I was trying to make more definite the problem that 
Mr. Harris raised. Would it be possible to get more definite tests of 
these restraints or these circumstances under which the Tariff Com- 
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mission should make recommendations and the President should follow 
them ? 

Mr. Harris. I would say for example, unemployment is a test, and 
I would say if the Tariff Commission looked at the unemployment fig- 
ures in textiles, and particularly m New England and the Middle At- 
lantic States they would have to go slow—we had 80 percent of the 
textile jobs not very long ago in cotton and we now have 12 percent. 
I hate to tell you how many jobs we have lost, something like 200,000 
in recent years. In that kind of a situation I think the Tariff Com- 
mission would be very unwise not to make some recommendations that 
might help this industry temporarily or at least slow down the decline. 

Mr. Morrtson. Would it make any difference whether there were 
other outlets for employment ? 

Mr. Harris. Oh, yes, it would make a difference. Of course I would 
say this, that when you look at the present economic situation and the 
great increase in the number of jobs even in New England, that the 
case is not as strong as it would be under depression. But despite that 
fact, we have these centers of unemployment over long periods. I say 
that if this were a depression of course it would be much more serious, 
but since this is a period of great prosperity it is not so serious. 

I still think, to give the whole picture, it would be a great mistake 
not to give the textile industry some relief. 

Mr. Morrtson. You may know about the escape-clause legislation 
that has been introduced, and that it has been regarded as directed at 
making the circumstances of the particular industry as narrowly de- 
fined as you can, conclusive with respect to the withdrawal of the con- 
cession. Do you think that that is proper ? 

Mr. Harris. That is going pretty far, and you ought to take a bigger 
picture than that. You see, there is a difference between my position 
and some others. I am not saying that tariffs should not be cut, and I 
think in some cases they should be cut, depending upon the whole gen- 
eral picture, and what the country is doing. My main question is a 


_ question of how you allocate these cuts. This to me is a crucial issue 


and this is one that it seems to me the Tariff Commission has not played 
with adequately. 

In other words, it seems to me that this business of looking at every- 
one of these cases one at a time, which is perhaps natural in this kind 
of a situation, means that we do not pay enough attention to how these 
things are allocated among industries and among regions, and all-of 
that sort of thing, and how they are tied up with our general economic 
problems and policies. 

Mr. Morrison. That taises another point. You mentioned awhile 
back that when the circumstances of the textile industry were called 
attention to, there was a lot of discussion that.this would require a 
great number of investigations because you had to consider each cate- 
gory of imports and the like of directly competitive products domesti- 
cally separately. Do you think that that 1s out of accord with the 
legislation or is something in which the administrative agencies should 
have some discretion ? : 

Mr. Harris. Well, you perhaps know that situation better than I 
do. Iam a little surprised that they could not broaden the investiga- 
tion, but it is true that most of the investigations have been in terms 
of particular products. In textiles IT could not tell you how many 
products there are but there are an awful lot. If you are in trouble, 
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you ask for something on velyetine or blouses, but do not deal with the 
whole industry. 

{ wish I were asking the question, and I would like to ask you what 
you think about this since you have had so much experience. 

Mr. Morrison. I think it has generally been supposed that was the 
intent of the legislation, and that that is not something that is left 
to administrative discretion. However, others might differ. 

Mr. Harris. You mean, the intent was to deal with indiv idual parts 
of the industry rather than the whole industry ? 

Mr. Morrison. Well, the wording of the whole escape-clause legis- 
lation has been interpreted to make it so, and I think that it would be 
difficult to interpret it otherwise. 

Mr. Harris. You mean a narrow interpretation ¢ 

Mr. Morrison. Yes. Now, another point is this: I think that you 
opened your statement with a discussion of the trade policies of for- 
elgn countries, saying that they were principally responsible for the 
difficulties of our export trade rather than our own trade policies. I 
think on the basis of your own analysis, our own exports are going to 
be restricted by the volume of our imports in any case, are they not? 

Mr. Harris. Well, of course, you have the problem of foreign aid, 
which has a considerable effect on your exports. My position from 
the beginning was a somewhat different one, I thought. I was try- 
ing to : say that there is a theory, which is sort of a folklore which 
has been built up by economists largely, I might say, that every re- 
striction in trade and that the decline of world trade and all of this is 
the making of the protectionists in the United States. 

What I was trying to say was that insofar as there has been un- 
favorable effects on imports, that Europe and South America have 
to take an important part of the responsibility. Of course they have 
indulged in all kinds of restrictions, much beyond ours, and they also 
have not used the most effective ways of building up exports on a free- 
market principle. 

Mr. Morrison. I take it however that if they had not developed 
and maintained these restrictions, the dollar gap would be even 
worse. 

Mr. Harris. I would agree with that 100 percent, and that is one 
reason why you could justify to some extent the European policies. 
If you have a dollar gap, and you are going to solve it and you want 
to solve it by an increase of imports, then you have to increase your 
exports to the United States or do one of the other things that I sug- 
gested. 

The only justification I can see for a great many of these policies 
is the dollar gap. On the other hand, in many cases they have gone 
way beyond what could be supported by the dollar gap. 

Mr. Morrison. There is still another thing I might mention. You 
have regarded the trade-agreements program as of questionable pro- 
priety on account of the reductions of duties that have been made 
under it. Is that so? 

Mr. Harris. Iamsorry. Did I regard that the reductions were not 
large enough ¢ 

Mr. Morrison. That the trade- agreements program was of doubt- 
ful advantage and, in fact, contributed to many disadvantages of the 


domestic economy because of the reductions in duties that have been 
made under it. 
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Mr. Harris. Well, I would say that, if you asked me do I think the 
trade-agreements program helped the country or did not, I would say 
it helped the country. I would say that it was a particularly good 
move to make in terms of the international situation in the thirties. 
I also say that, looking at the whole picture, the great changes that 
have come about since the thirties, the trade-agreement program was 
not quite the program. I also say that in many cases the reductions 
that were made did do particular industries a good deal of harm. 

I do not mean to say that you can expect reductions to be made 
without harm, but I think in some cases the harm was too great. 

Mr. Morrison. Is it not true, though, that if no reductions had been 
made the difficulties of some of the domestic industries that you have 
been concerned with would be precisely what they are? That is to 
say, I think you have been concerned with the fish-fillet matter, and 
I think it is correct to say that the reductions in duty did not have 
any significance there. 

Mr. Harris. You and I were discussing it before, and I mentioned 
earlier in my statement that one must consider the trade-agreements 
program not of itself but in terms of the movements of prices. ‘There 
you had a large cut in tariffs automatically, so that any increase or 
any reduction as to the trade-agreements program was additional. 
As far as I know, in all of the work on the program or the statement 
of the State Department people who went to Congress and asked for 
measures here or extensions of the agreements very little, if any- 
thing, was ever said—and I have gone through a lot of these hearings— 
about the fact that actually you are getting a big cut in the tariff auto- 
matically through the rising price level. 

Mr. Morrison. What I am getting at is that on fish fillets the orig- 
inal tariff treatment provided for by the act of 1930 would not be 
materially different from what you now have. 

Mr. Harris. Even allowing for price changes? 

Mr. Morrison. No; the duty cut there was on a quota. The imports 
in excess of that quota are subject to the same duty as originally pro- 
vided for by the tariff act. 

Mr. Harris. There is no tariff rate? 

Mr. Morrison. There is a tariff rate, and I have forgotten what 
it is. It is 214 cents a pound, I think. But, at any rate, the bulk of 
the imports come in at the rate of duty that is the same as that pre- 
scribed by the Tariff Act of 1930. 

Mr. Harris. Except for the change in prices. 

Mr. Morrison. Well, the duty is a specific duty, so that the change 
of price does not affect the amount of the duty. But what I am get- 
ting at is this: If there had been no Trade Agreement Act, the tariff 
treatment would have been, for all practical purposes, the same now 
as it was then ? 

Mr. Harnis. I agree on that, as a result of the comments you made 
before the meeting. 

Mr. Morrison. So, as to the adjustments of tariff policy, if you 
would want to prevent these injuries that you are taiking about, it 
would involve not only eliminating the cuts that have been made in 
some cases, but establishing a more restrictive tariff treatment than 
was ever provided for by the tariff act. 


Mr. Harris. I would simply say in some cases you do need increases 
and in some cases you should have reductions. If the specific rate is 
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in vogue and prices go a way up, and the tariff is cut for an industry 
suffering great problems of adjustment, I would say perhaps there is 
a case for an increase in the tariff. 

Mr. Morrison. I have another question. Do you think that there 
are any serious injuries to domestic industry resulting from the loss 
of foreign markets? For example, is there in the cotton business? 

Mr. Harris. In the cotton industry, you mean ¢ 

Mr. Morrison. In the raw cotton industry ? 

Mr. Harris. Here is where I come down into Congressman Boggs’ 
province, and he will probably take me for a ride here. But supposing 
you were a textile manufacturer, and you know the Eisenhower admin- 
istration—I am not trying to make this political, and as I have said 
the Democrats and Republicans are equally protectionists, it seems to 
me—has lost an awful lot of money in agricultural products. I am 
not going to explain why, and we have very different views but they 
are selling cotton abroad at a terrific rate, and I cannot remember 
any Democratic period when this was done at this rate. 

But the point is now they have this act in 1954, I think, for the 
sale of these products, w hich provided $750 million or something of 
that sort, and in the last year or so they have been selling products 
at a terrific rate, particularly cotton, and selling these pr oducts at a 
lower price than American textile manufacturers can get them. 

Now, if you were an American textile manufacturer, you might be 
alittle annoyed. You can say, “Yes, they just recently got a pr ovision 
through which gives them a subsidy making up the foreign difference. 
That is for exports, but it does not affect the domestic market so far 
as I can see. 

So this means the Japanese do get in a sense the reverse of a tariff, 
because they get our cotton at 6 or 7 cents a pound less and they can 
compete with us in our market by buying cotton 6 or 7 cents less than 
the New England or the southern textile manufacturers can. 

That is all. 

Mr. Boces. Thank you, very much, Doctor. 

Now, our next witness is Prof. Willard L. Thorp, of Amherst Col- 
lege. We are very happy to have you here, Dr. Thorp. We know 
about your background in the foreign economic policy of this Govern- 
ment ; and the w ork that you have done, as Assistant Secretary of State 
in Charge of Economic A fairs. i 





STATEMENT OF PROF. WILLARD L. THORP, DIRECTOR OF THE 
MERRILL CENTER FOR ECONOMICS AND PROFESSOR OF ECO- 
NOMICS, AMHERST COLLEGE 


Mr. Txuorr. My name is Willard L. Thorp. I am eae of 
economics at Amherst College, and director of the Merrill Center 
for Economies. I suppose I am here because over more than 20 
years I have been involved off and on in these foreign-trade problems 
in the executive branch of the Government. 

In the thirties I was Director of the Bureau of Foreign and Do- 
mestie Commerce in the Department of Commerce, and at another 
period economic adviser to the Secretary of Commerce. From 1945 
~ 1952 I was in the State Department, most of that time as Assistant 

ecretary of State for Economic A ffairs. 
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Both of these were rather vulnerable spots with respect to trade 
policy, and I have met with a great many importers and exporters, 
representatives of foreign governments, and with Members of Con- 
gress both individually and in committee. 

I suppose that the difficulty that a member of the executive branch 
has is the same as the difficulty that a Member of Congress has. These 
problems come to one as a series of separate partial areas within the 
total picture. I think therefore this committee is especially to be 
congratulated at spending some time, when it does not have particular 
legislation in front of it and it does not have things immediately 
pressing for action, in looking at the whole foreign-trade policy pic- 
ture. 

I suspect that you are going to hear a good deal about the par- 
ticular cases. What I shall do today is to talk in the broadest terms 
of what seems to me to be important elements in the general frame- 
work that one needs to keep in mind. These are the things that should 
be in the back of one’s head. They would not necessarily control the 
decision of a particular case but they do give a point of view and an 
approach. 

I submit that there is a substantial difference in the way one should 
look at these problems today from the way in which they were looked 
at years ago. If you go back to the early days when policy issues 
first appeared for this country in this field, you would go back to 1791 
and to Alexander Hamilton. As you come forward you find great 
debates over trade policy with such famous participants as John 
Calhoun, Henry Clay, and Daniel Webster. 

But today, even though, as Dean Mason pointed out, foreign trade 
is a less important part of our economic life than in earlier years, 
and interests have shifted greatly, any discussion of trade policy 
is still almost certain to lead to vigorous controversy. 

This seems to be a fairly continuous process. Since 1929, Congress 
has been involved in basic tariff policy problems at least once every 
3 years. Not only has the Reciprocal Trade Agreements Act come 
up for renewal with exhausting frequency, but efforts by both Demo- 
eratic and Republican administrations to improve customs procedures 
have required detailed and repeated congressional scrutiny. 

And of course there are the special hearings on special cases from 
time to time—tunafish, fuel oil, cheese, watches, and so forth. In the 
executive branch of the Government, public hearings, tariff negotia- 
tions, and international discussions of trade restriction have engaged 
the time and energy of many policy officials and civil servants since 
the end of World War II. 

This is not by any means a problem limited to Washington govern- 
mental circles. During the last several years, there has been an obvious 
increase in the intensity of demands for increased protection by vari- 
ous interested individuals and industrial groups. Even State legis- 
latures have gotten into the act. At the same time, other private 
groups have strongly urged more liberal trade policies. 

Recent trends are likely to intensify the demands upon government 
to raise higher barriers to foreign imports. After maintaining a 
fairly stable level from 1951 through 1954, both imports and exports 
increased substantially in 1955 and are still rising rapidly. Non- 
military exports rose from $12.9 billion in 1954 to $14.3 billion in 
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1955. General imports rose from $10.2 billion to $11.4. That is over 
a billion dollar increase in each category. 

The first 6 months in 1956 witnessed even more of a foreign-trade 
boom. Compared with 1955, the 1956 export figure for the first half 
year was up $1.3 billion and the import figure up $0.8 billion. Con- 
sidering finished manufactured goods only, imports in the first 5 
months of 1956 were up $260 million, while exports increased by $524 
million, just twice as much. These figures do not appear to be the 
result of significant price changes but reflect increases in the actual 
physical volume of trade. 

That exports are increasing so much more than imports may well 
raise payment problems unless they are offset by other tr: ansfers of 
funds. That imports have risen to such a degree will certainly add 
to the cries for additional Government protection. 

These statistics in themselves do net provide any guidelines to 
national foreign trade policy. They must be judged in terms of their 
relationship to the total balance of payments picture, and I am sure 
that your committee will wish to explore that situation thoroughly. 
They also must be judged in terms of their real, potential, or imagined 
impact on various parts of our domestic economy. Here the real facts 
are even more difficult to obtain and to evaluate. 

Like so many other areas of public policy, the greatest difficulty in 
the trade field is the special case. The hardest issues are likely to 
be those where the general interest, widely diffused, must be balanced 
against some limited special interest, concentrated and intense. I 
um sure that in the course of these hearings, you will hear a great 
deal about these special cases so today I shall talk primarily of the 
general interest. 

In a sense the general interest should control the general direction 
of our policy, even though special cases might call for exceptional 
treatment. This, as I understand it, is the subject of today’s hearing, 
and it should be basic to all which follows. I should like to present 
a few general propositions, and my presentation is, compared at least 
with the other two, very short. 

First, our foreign trade policy must take into account the interests 
of all Americans. Foreign trade is a two-way operation. We do 
not want foreign currencies nor do other countries want dollars, 
except to use them. 

The basic nature of foreign trade interrelationships is well demon- 
strated by the record of the last 15 years. In most countries, people 
were eager to buy American goods with their own currencies at 
existing price and foreign-exc hange levels. The difficulty was that 
the demand in local currency could be effective only after the goods 
had reached the country. The American exporter had to be paid in 
dollars. And therefore purchases from the United States were not 
determined by the local demand but by the dollars available to the 
foreign country. 

The greatest part of the dollars available was earned by exports 
to the United States and by what are called invisible exports such 
as entertaining tourists, providing shipping services, and the like. 

Most countries have made valiant efforts to increase their dollar 
earnings along these lines. Some of them have had a kind of economic 
windfall in our military expenditures abroad which were over $2.7 
billion last year. This does not refer to the military goods which 










































84 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 





we have shipped abroad but to the actual expenditure of our troops 
and our military establishments in foreign countries. 

Despite their efforts to increase their earnings these special military 
expenditures of ours, and extensive dollar aid by the United States, 
a gap remained and most countries have had to hold back their demand 
for American goods by means of import quotas or foreign-exchange 
restrictions. This point was touched on by Professor Harris, but I 
would put a setcinrilliad different interpretation on foreign restrictions 
as follows: 

Some people seem to feel that the notion of inevitable reciprocity 
is destroyed by these restrictions which other countries have placed 
on the import of American goods. Over and over, I have heard the 
question asked: “Why should we buy from them when they will not 
let their own people buy from us?” It is true that today most coun- 
tries discriminate against American goods. They have import quotas 
or foreign-exchange controls which act as barriers to our goods, while 
admitting the same goods from other countries. 

But the answer issimple. These barriers are placed at a point which 
will keep their dollar purchases down to their dollar availabilities. 
If they have more dollars, then the barriers are moved back and they 
buy more goods—unless their currency reserves are in such bad shape 
from overspending in the past that they must give a rather high 
priority to them. 

There is a special danger in all this for us, that some uneconomic 
protected industries will grow up in foreign countries behind these 
temporary barriers, and then they will demand, as such industries al- 
most always do, that they continue to receive protection from foreign 
competition, in this case American competition. Except for the neces- 
sity for building reserves, I think we can count on any increase in 
their dollar earnings being put promptly to use. 

If they obtain more dollars by an increase in American purchases 
from them, there will not only be a benefit to American consumers from 
the increased availability of imported goods, but there will be benefits 
for other groups as well. I do not need to point out that American 
export industries would probably benefit, for this is self-evident. Also 
the prospects for our foreign investors are involved. Our increasing 
capital investment in foreign countries requires an increasing avail- 
ability of dollars abroad if they are to avoid difficulty in remitting 
their profits or interest charges. 

It may also be that increased dollar earning by foreign countries 
would help the American taxpayer, by reducing the need for foreign- 
assitsance programs, or through reducing the losses which we are 
taking on agricultural surplus disposal. Of course, if there were a 
reduction in foreign-dollar earnings, some or all of these groups would 
suffer. As I said earlier, foreign trade is a two-way operation and we 
must consider it both ways. And like all trade, both buyer and seller 
benefits from the transaction. 

Often the same person may be concerned with trade policy from 
more than one angle. Thus the automobile industry undoubtedly is 
not happy over the growth of sales of foreign cars in this country, 
though some other imports of raw materials may interest them very 
much. On the other side, they are also active exporters and foreign 
investors interested in the foreign supply of dollars resulting from 
sales in this country. 
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Similarly, the coal industry is disturbed by imports of fuel oil which 
it regards as compettitive but is benefiting from the rapid increase 
in exports of American coal to foreign markets, including Japan. It 
is hard to see how we can have an effective national trade policy which 
discourages imports and encourages exports. 

Let me give one simple illustration of the basic point which I wish 
to make. When the Congress enacted legislation which required the 
Secretary of Agriculture to limit cheese imports by quotas, one of the 
countries affected was the Netherlands. It recognized that, in view 
of this enforced reduction on its dollar earning, it would have to reduce 
its dollar spending, so it took an equal amount out of its import pro- 
gram for American wheat flour. It was as simple as that. We pro- 
tected the cheesemakers and injured our flour millers. In a sense, we 
have here a kind of double-entry bookkeeping. What I want to stress 
is that, as you review trade policy, you look at all the entries. 

Second, our foreign-trade policy must be an integral part of our 
total foreign policy. In 19th century debates on tariff policy, it was 
always viewsa as a domestic issue and not in foreign policy terms. 
Today, it is a very important part of our international relations. 

The economic importance of foreign trade varies tremendously from 
country to country. A few countries like ourselves and the Soviet 
Union are so large and have such varied resources that foreign trade 
is only a lesser element in the operation of our economies. Nearly all 
of our production is consumed or utilized at home and exports are only 
a small fraction of our total production. 

As to imports, there are many goods with special qualities which 
are produced in other countries. However, modern technology has 
developed substitutes which have reduced our dependence upon out- 
side sources even for those few raw materials not found within our 
borders, though sometimes the substitute may be more costly. From 
our national internal point of view, our whole foreign-trade operation 
is decidedly marginal in its economic significance. _ 

The same comments cannot be made about many other countries. 
The size of their market or the lack of resources makes them extremely 
dependent upon foreign trade. The United Kingdom and Japan, for 
example, must trade to live. They import raw materials and food 
and export finished goods, making their international living in large 
part out of value added by manufacture. The less industrialized 
countries export raw materials in order to obtain the products of 
industry which they need but do not produce themselves. 

It is fair to say, therefore, that for most of the countries of the 
world, their standard of living and their prospects for economic prog- 
ress depend in large part upon their ability to exchange goods in 
international trade. How does this tie into our foreign policy? 

Our foreign policy today has as a central theme the preservation 
and strengthening of the free world—the world free from Commu- 
nist domination. To this end, we have bent our efforts to develop 
such military strength through cooperative programs as will deter 
Communist aggression. But the threat from communism is not ex- 
clusively military. It also seeks its ends through internal subversion. 
Resistance to this insidious force must take the form of dealing with 
the conditions which make attractive the gaudy promises of com- 
munism. 
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In large part, this means that there must be economic improvement 
in the countries in the free world. Unless we stand ready to make 
large and continuous grants of foreign aid, many of them must have 
access to foreign markets and on an expanding basis. 

The need for trade or aid is a very basic one. This is the funda- 
mental reason why our trade policy is such an important element in 
our total foreign policy. To take a particularly sensitive case, it is 
hard to see how Japan can build a strong economy if it is shut off not 
only from the nies of China but also from the much more impor- 
tant American market. 

The Communist bloc has tied its members together by a vigorous 
centralized program of trade among the various countries. The free 
world has no central economic planning bureau, and even the modest 
effort to have a central point for the discussion of trade policy, the 
proposed Organization for Trade Cooperation, has not yet received 
the full approval of the United States Government. But the free 
world cannot expect to have a concerted military and political pro- 
gram along with entirely self-centered economic policies. It is of 
vital importance that we realize that the free world cannot build its 
maximum strength as a number of isolated economic communities. 

If we are not going in for central planning, an idea which I for one 
would not support, then at least we must endeavor to reduce the arbi- 
trary barriers which interfere with the most effective use of our 
resources by international exchange. This is a way of demonstrating 
cooperation and mutual interest which is the positive binding force 
in the free world. 

Considerations of security not only involve our relationships with 
the rest of the free world, but also emphasize the importance of our 
own economic strength. Many advocates of protection have seized 
upon security as a new basis for arguing for increased trade barriers. 
This problem has already been well explored in hearings last June 
before the Joint Economic Committee and I do not want to retrace 
that ground. 

However, I should like to say at least that I am very skeptical about 
the claims that protection will give us more security. I suspect that 
increased imports of raw materials, thus husbanding our own re- 
sources, the stimulus from foreign competition, and the industrial 
base supported by exports tend to strengthen our economy. 

If there are weak spots in our mobilization base, I should prefer 
to deal with them directly by devices such as Government contracts, 
rather than use the uncertain and blunt instrument of trade barriers, 
which may give us too little or too much. When a security require- 
ment is perfectly clear, then the device used to meet it should be 
certain. 

But again this policy cannot be viewed solely in domestic terms. 
Our defense program depends today upon a number of interlocking 
commitments with other countries. We have been working hard with 
them to build up adequate mililtary strength. Toa very large extent, 
these barriers which are proposed by the advocates of increased pro- 
tection would be against these same countries. It is hard to see how 
we can have it both ways. I suspect that our overall security will be 
greater if we continue to press for the removal of the manifold govern- 
mental interferences which limit the expansion of international mar- 
xets and the potential gains from foreign trade. 











' al 


er Wi» 


nD 


t 


© 


e 
)- 
yf 


ts 
1e 


ir 


gs 
ce 


th 
ar 
od 
rs. 
ne 


ut 
at 


ial 


fer 
9 
Ts, 


re- 


ns. 
ing 
ith 
nt, 
ro- 
ow 


rm- 
ar- 





CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 87 


There is one special phase of the security problem which deserves 
special consideration by this committee, and I am glad to find a sub- 
topic that the previous witnesses did not mention, that of the special 
restrictions on East-West trade. At the time this policy was adopted 
we had come to appreciate fully the Communist threat and realized 
that it would be only a short period before our chief defense, the atom 
bomb, would no longer be our sole possession. 

This restriction on sales of a wide variety of products to the Soviet 
bloc was an important policy in the early stages of the military 
buildup, for it seemed clear that denying certain goods to the Com- 
munists would hamper and restrict their own military development. 
It was a costly policy for many of our allies, but, nevertheless, they 
did cooperate. 

However, I would like to suggest that it is doubtful whether any 
extensive embargo has much security significance any longer. One 
obvious result of the earlier policy was to force the Communists to 
develop their own production of the embargoed items. And today the 
military positions of the free world and the Soviet bloc are probably 
affected very little by the volume of trade between them. 

As a matter of fact, the problem today has taken a new form in the 
widespread offers by the Communists to trade with various countries 
in the free world. Some of the trade is the obvious result of the fact 
that the Communist countries have expanded industrial production 
but appear to have failed to make progress on the agricultural front. 
[ suppose 10 years ago one would have been laughed out of court if 
he had suggested that the Soviet Union might want to sell manufac- 
tured goods and buy agricultural products, and yet we see that today. 

Undoubtedly, much of the new proposals for trade has a political 
rather than an economic motivation. It remains to be seen how much 
the widely publicized offers will result in the actual movement of 
goods, but a dictatorship can allocate its resources with less regard 
for its own citizens than can a democracy. 

Presumably, these proposed exchanges will have strong attractions 
in some cases, since they will promise substantial economic benefits 
to the free-world countries involved. And if they feel that the trade 
limitations sponsored by the United States are no longer justified, a 
major source of friction will be created. 

_I am not arguing that there should be no East-West trade limita- 
tions, but am suggesting that it is in our interest to review our policy 
in the light of the security situation today. It may be that some 
relaxation is possible, thus reducing the area of potential conflict 
between ourselves and other countries in the free world. 

Third, our foreign-trade policy should be consistent with our funda- 
mental economic principles. 

It is easy to make a long list of interferences by Government in our 
economic life. Nevertheless, our economy remains fundamentally 
free, and we rely upon competition and the market place as our basic 
regulators. It is a profit-and-loss economy, with rewards for success- 
ful innovators and penalties for the less efficient. The demand of the 
consumer determines what products and how much of each shall be 
produced. 

Under this system, we have made tremendous strides in producing 
nore and better products more efficiently. This is not to recognize 
that there are areas such as agriculture where we have felt that ad- 
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justments through competition and the market place are inadequate. 
ut in most areas of economic activity, the Government is continually 
trying to encourage and preserve competition. 3 fle 

One essential requirement in an economy, such as ours, is flexibility. 
New products, new methods, new materials, and new skills are con- 
tinually replacing the old. Workers shift from one employer to an- 
other, from one type of job to another, and from one place to another. 
To facilitate these many transitions, we have credit facilities for the 
businessman and employment offices and unemployment insurance for 
the worker. Perhaps we need even more ways of dealing with the 
transition problem. I suspect it is going to be greater, not so much 
because of the foreign-trade problem but because of the increased 
impact of our expanding research programs. 

We are developing new techniques at a more rapid rate than ever 
before, we are finding new uses for materials more rapidly than ever 
before, and we are going to find ourselves, if we hope to continue to 
progress, faced more and more with these transitional problems of 
adjustment. 

The basic issue involved is between the long run and the short run. 
For our long-run economic benefit, we have accepted the costs and 
disturbance of a great many short-run adjustments. 

This is the basic issue also in trade policy. Should our concepts 
of competition and market forces be controlling in international trade, 
or is this an area where Government planning is required ? 

The issue, of course, is not one of extremes. I would argue strongly 
against the notion that our Government should work out a detailed 
blueprint and use the full force of bureaucracy to direct and control 
our foreign trade either by the use of a central government foreign 
trade agency or by the use of a complicated structure of tariffs, quotas, 
and subsidies. ' 

I would support the opposite course as consistent with our Ameri- 
can concepts. I do wish to express strong support for our policies in 
recent years. Weshould continually try to cut away Government inter- 
ferences with the flow of goods and the use of resources in interna- 
tional trade. 

At this point, I would merely like to add that my clear impression 
is that these policies have not been used frivolously and carelessly. 
The actual procedure under the Trade Agreements Act ‘has heen re- 
viewed by Congress and carefully considered by the executive branch, 
a process in which public hearings and consideration by many Govern- 
ment agencies are all involved before any action is taken. I think it 
is surprising that there have been so few cases where problems have 
arisen. It shows that the situations have been carefully evaluated 
by our negotiators. 

There is one basic characteristic of our economy which makes such 
a policy less disturbing than it might otherwise be, and that is our 
steady record of economic growth. Decade after decade, we have 
produced more goods, employed more capital and workers, and pro- 
vided more satisfactions to consumers. 

Since 1950, our gross national product has increased $105 billions. 
Our total of $391 billion for 1955 compares with $361 billion in 1954. 
The total number employed in the labor force has increased to new 
peaks. Within these totals have been major changes in products, — 
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processes, and plant location. For the most part, these changes have 
been responsible for our growth.” And within this total picture of a 
dynamic economy, I find it difficult to feel that we need to give special 
attention to minor adjustments which might result from continuing 
the gradual liberalization of our trade policy. 

But again I must repeat that I feel that our trade policy is less im- 
portant with respect to our own economy than it is in connection with 
our influence in the world. 

I am proud to be able to say that our trade restrictions are much less 
than those of most other countries. But if we wish to persuade them 
along the path to more open economies, to more reliance upon markets 
and private enterprise, we must continue to demonstrate our belief in 
these principles. 

Mr. Boaeas. Thank you very much, Dr. Thorp. 

Mr. Harrison ? 

Mr. Harrison. No questions. 

Mr. Boees. Mr. Morrison ? 

Mr. Morrison. No questions. 

Mr. Boees. Mr. Irwin? 

Mr. Irwin. No questions. 

Mr. E. Martin. You referred to the State legislatures getting into 
the act ; do you think that is proper ¢ 

Mr. Tuorp. I think this is unfortunate. 

Mr. FE. Marry. Has the process developed into such a stage as to 
require that Congress step into the picture? 

Mr. Tuorr. To the best of my knowledge, this development is quite 
recent. It affects three States which have tried to establish indirectly 
asort of boycott against Japanese goods. 

The reason that I object to it is that I feel the Federal Government 
is responsible for our international policies and international rela- 
tionships and I can see, if there were to develop a substantial volume 
of action by State governments, that this would create a most con- 
fused picture with respect to our international relations. One might 
have commitments made by the Federal Government which then were 
offset by State governments, even though I think it would be generally 
agreed that foreign relations represent a responsibility of the Federal 
Government. 

I only cited this development as an indication of the variety of 
interest in trade policy today. I am not sure that one can, on the 
basis of this experience, draw any broad generalization as to whether 
further invasion of this area by State governments is likely to develop 
or not. I should hope that it will not. I should hope that the inter- 
pretation of the responsibilities of the Federal Government and the 
State governments, as defined in the Constitution, might clear up the 
degrees of responsibility in this connection. 

Mr. E. Martrn. I believe you stated that except for the need for 
building reserves, monetary reserves, that they could expect foreign 
countries promptly to put any dollars they earn into work. I assume 
you mean they would buy more goods from the dollar area? 

__Mr. Trore. Well, they might do, of course, a number of things. 
They might buy goods, they might buy services. I suppose it is con- 





90 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


ceivable that they might buy American securities. This is a possi- 
bility. 

Mr. E. Marrry. That is what I want to ask you, whether you have 
any information on the holding of securities in the dollar area. Do 
you have any study or any evidence on that subject ? 

Mr. Trorp. The balance of payments figures give some indication 
on that, and there has been some increase, I believe, in investments in 
the United States by foreign countries. The difficulty about using the 
overall balance of payments figures, of course, is that they are total 
figures and it is perfectly conceivable that one country may have a 
sufficient supply of dollars and another country not, in this incon- 
vertible kind of world that we are in. 

Actually, what has happened, I think, is that some foreign coun- 
tries have been building up deposits in this country, earmarking re- 
serves, and there has been some increase in recent years in terms of the 
working capital, the bank accounts which they hold in this country. 

Mr. KE. Martin. One final question, please. 

You give strong support for our trade policies of recent years. Does 
this include support for the escape clause and peril point provisions 
of the law ? 

Mr. THorp. I would make an exception with respect to peril point. 
The reason I think the peril point is complete nonsense is that I do not — 
“believe anyone, no matter how hard he tries, can decide that some ~ 
exact point is a point where peril begins or where peril is 50 percent © 
or where it is 100 percent. This has always seemed to me a completely ~ 
impossible intellectual assignment for the Federal Trade Commission ~ 
to say where is the peril point?) At what level of tariff will an industry © 
be threatened ? 

I must say that that particular part of our policy, while I do not 
think it has been very important one way or the other, is nonsense. © 
If you are interested in having the escape clause applications prose- © 
cuted more actively, this would be one way of releasing some of the ~ 
manpower in the Tariff Commission from time to time. Of course, 
they only have the peril point problem when there are new negoti- 
ations, so it would not help as of this year. 1 

The escape clause I am prepared to accept as a necessary part of © 
our program. I would point out that the Tariff Commission is able 
to look at a particular situation and evaluate it. It is important that © 
the President review this, because the kind of things which I have ~ 
been talking about today that are in the broad framework are not — 
part of the consideration by the Tariff Commission. The total valua- 
tion of an application does, it seems to me, require consideration be- 
yond those elements that are in the Tariff Commisison aegis. | 

I have some real question about the definition of the commodity as 
it now stands. This is the result of a fairly recent amendment which © 
narrowed the scale of the commodity, if I recollect it correctly. 

Mr. E. Martin. Speaking of last year’s amendment ? 

Mr. Torr. Speaking of last year’s amendment. 

Mr. E. Martin. Definition of industry? 

Mr. Tuorp. Of industry, I mean; excuse me. ; 

It interests me because this is going in exactly the opposite direc- | 
tion of the Supreme Court’s interpretation in the Cellophane case in © 
which the Court took the position that examining whether or not cello- © 
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phane was a monopoly meant that they had to include along with it 
a whole series of alternative forms of wrapping. They broadened 
their consideration from the particular commodity into what normally 
would have been thought of, and I think traditionally would have 
been thought of, as rather separate industries. 

I have considerable sympathy with the idea of permitting such a 
broader view. I do not think one can take the whole textile industry, 
but perhaps it would be much more practical, it seems to me, if one 
did not have to focus on a very narrow commodity definition. That 
would be another modification which might make the whole operation 
a bit more workable. 

Mr. E. Martin. But so far as you know, the peril-point provisions 
have not seriously impaired any trade negotiation, have they ? 

Mr. Tuorp. No; and this is also perhaps a reason why it is not a 
particularly valuable enterprise to engage in. When I was closely 

familiar with these matters, there was s only one negotiation where a 
peril-point problem arose. Even though in that case the tariff wa 
lowered beyond the peril point, that was fuel oil from Venezuela, it 
was reported to Congress in detail. I do not recall that it created any 
great difficulty, although I do remember that within the executive 
branch the fact that that was the peril point caused more careful con- 
sideration than otherwise might have been the case. I am not sure 
about that. 

Mr. E. Martry. If the peril-point provisions cause more careful 
consideration, would that not uele them desirable ? 

Mr. Tuore. That is why I added that I am not sure about it, be- 
cause, having made the statement, I immediately realized, at least my 
own experience is, that people worked about as hard as they possibly 
could on ev aluating these things. 

Mr. Boces. Mr. Morrison, do you have any questions? 

Mr. Morrison. Mr. Thorp, I noticed that both you and Mr. Mason 
and Mr. Harris as well think that there should be some recognition 
given to this impact of imports on the domestic industry, some allow- 
ance made for the possibility of increasing import restrictions. 

I take it, however, that you, along with Mr. Mason, and probably 
even to a greater extent, think that that sort of thing should be exer- 
cised very gingerly ? 

Mr. Tuorr. Yes; I think it is a very serious matter when the Govern- 
ment comes in and undertakes assistance and support of a particular 
economic situation. These are particularly difficult situations to eval- 
uate. I certainly would not want to contest Mr. Harris with respect 
to detailed knowledge about the textile industry in New England. 
However, I am not at all sure that if we could look back 10 years from 
now, and if we had kept Japanese textiles out or if we had let more of 
them in, which way New England would be better off. 

What the South has done, which of course put terrific pressure on 
New England, has been to bring to New England a very rapid develop- 
ment of the electronics industry. As someone who lives in New Eng- 
land, it may not balance out today, but looking at the future, this may 
have been a lifesaver for New E ngland and the South, while providing 


us with an economic hurricane, may actually have been a great bene- 
factor. 
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These are very difficult things to evaluate over time, and I think 
there always is some question of the extent to which an industry, which 
by definition is having great difficulties, should be propped > 

I am perfectly willing to reconize the importance of a degree of 
gradualness about these things, but what I do find difficult is the idea 
that somehow things should be preserved more or less indefinitely, even 
though they are uneconomic. 

Mr. Morrison. I take it from some of your remarks that you think 
the effort has been ill advised to make more strict construction by leg- 
islation of the exercise of this? 

Mr. Torr. I was referring only to this definition of the commodity 
or the industry. This is not an important point. I would not want 
to say that a great deal depends on it one way or the other. 

Mr. Morrison. Another matter. 

I wonder if you would care to comment on the conflict, if there is any, 
between our agricultural program and our trade policy. 

Mr. Torr. For all people involved in trade policy, the agricultural 
program has raised theoretical difficulties and very real operating diffi- 
culties with other countries. Our program has created surpluses, they 
have had to be liquidated in part in this country by special uses, and 
now in part in terms of their ioing sold abroad under specially favor- 
able terms. 

Given the agricultural program, the problem becomes one largely 
of how to dispose of these surpluses abroad in such a way that it does 
not disturb the normal channels and the other countries which pro- 
duce. In other words, we must try to act so that we are not dumping 
abroad and destroying markets which the Canadians or the Australians 
may have had before, if we are talking about wheat. 

However, if one wants to go back and discuss the whole agricultural 
program, I would want to defend support for agriculture. I think it 
would be easier from the foreign trade point of view if our program 
worked in terms of being a free market, with some kind of subsidy to 
the farmer in terms of an additional payment. It would be much 
better from the foreign trade point of view if the commodity sold at a 
world market price. 

This raises various organizational and technical difficulties but 
would more nearly fit into the general position which we have taken 
on foreign trade. 

Mr. Morrison. There has been some attention given here to the fact 
that there is some complaint about foreign manufacturers of cotton 
products getting cotton at lower prices than the American manufac- 
turers do, and this aggravates the import situation of the cotton manu- 
facturers. I was wondering if you had given any thought to the 
gage complications that arise from that and how our policy might 

1ave regard for it. 

Mr. Txorr. I would think there ought to be an offset with respect 
to that part of the cost so included in the returning textiles. It makes 


no sense to me for us to supply cheaper raw materials to a foreign 

country and expose our manufacturers to that kind of competition. 
Mr. Boces. Thank you very much, Dr. Thorp. We appreciate 

your coming here. You have been very helpful to the committee. 
Mr. Tuorr. Thank you, gentlemen. 
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Mr. Bocas. The next witness is Prof. Jerome B. Cohen. 
It is nice to have you, Mr. Cohen. 


STATEMENT OF JEROME B. COHEN, COLLEGE OF THE CITY OF 
NEW YORK 


Mr. Consen. Thank you, Mr. Chairman. 

Mr. Boges. I might say, by way of introduction, Mr. Cohen, that it 
is our intention as far as this hearing to review the position of world 
trade and finance of certain foreign countries or areas whose economic 
systems and trade policies are of great importance to the United 
States. Later on in the hearings, we expect to hear from Mr. Judd 
Polk on the subject of the sterling area, and from Prof. Warren 
Shearer on developments in continental Western Europe. 

Professor Cohen, who is with us now, will present information on 


* the subject of Japan. Dr. Cohen is recognized as an outstanding 


expert on the Japanese economy and Japan’s economic problems. He 
has served as a Japanese specialist in the intelligence branches of the 


) Navy and the State Department; was a member of the United States 
) tax mission to Japan in 1949, and has written extensively on Japanese 
» economic problems. 


Mr. Conen. Thank you, Mr. Chairman. 
My name is Jerome B. Cohen. I am professor of economics at the 


) Bernard M. Baruch School of Business and Public Administration, 


College of the City of New York. I have my Ph. D. in economics 
from Columbia University. 
During World War II, I served as a Japanese language officer in 


} United States Naval Intelligence. I was in Japan after the war as 
+) 2 member of the staff of the United States strategic bombing survey, 
} and again, later, as a member of the Shoup tax mission. 


I have written several monographs and a number of articles on the 
Japanese economy and Japan’s economic problems. My largest study, 


» Japan’s Economy in War and Reconstruction, was published in 1949. 


In 1952 there appeared Economic Problems of Free Japan. 

In calling me to Washington you asked that I discuss the Japa- 
nese economy, Japan’s trade relations with the United States, the 
effect on eae of the Communist domination of certain Asiatic coun- 
tries, and the trade policies of Japan. 

This is, of course, a large request, and you are probably more inter- 


ested in asking me questions than in listening to a dull recital of facts. 


To provide a basis for discussion, however, let me comment briefly 
on each of the topics you mentioned. 


First, the Japanese economy: Shorn of her pre-World War II pos- 


sessions, Japan is now a small country. The 142,300 square miles of 


the 4 main islands and the small ones merely give Japan a land area 


Mabout the size of the State of California, and yet, of this area, only 


16 percent is arable. Into this relatively tiny fringe of land off the 
Asian mainland are now crowded 90 million people, handicapped in 
their struggle for a livelihood by a frightening paucity of natural 


resources, 


In this land of turbulent rivers and mountains, only 1 acre in 6 
‘an be cultivated. For each square mile of farmland, Japan has 


ore than 12 times as many people to feed as the United States has. 








94 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


As Mr. Joseph Dodge put it recently : 


The fundamental problem of the Japanese nation can be expressed in the 4 
simple terms of too many people, too little land, and too few natural resources. — 


Those combine to press heavily on every circumstance of national life. 


Thus, we may say that Japan is land poor, resource poor, and over- | 
populated. It has the highest density per arable acre of any country | 
in the world. The large gains in agricultural productivity which the 7 


other underdeveloped countries of Asia seek have already been at- 


tained in Japan. Japanese rice yields per acre, using extensive irriga- — 
tion and fertilizer, have already become among the highest in this © 


world. 

Despite the fact that in 1955 Japanese rice output reached a new 
alltime peak, more than 20 percent of the food consumed had to be 
imported. 

In 1954 Japan spent $624 million, or 30 percent of total imports, 
for foodstuffs. 


In 1955 it spent $524 million, or 28 percent of total imports, for 7 


foods. 


Japan’s dependence on imports of staple foods rose from 9.6 percent — 


in 1934-36 to 22.5 percent in 1955. 
In addition to this food deficiency, most of the industrial raw mate- 


rials needed to sustain manufacturing output in this, the leading indus- 


trial nation in Asia, must be imported. 


In 1955 textile raw materials cost Japan $492 million; petroleum, ‘ 
$214 million; and minerals, metals, and coal, $192 million, or a total 4 


of $898 million—49 percent of total imports. 


Japan must bring in all the bauxite, raw cotton, raw wood, rubber ~ 


and phosphate rock it requires, as well as the bulk of iron ore, zinc, 
salt, and a third of its essential coking coal. 


Japan’s domestic production provides less than 10 percent of its 4 


petroleum requirements. 


In the postwar period, this dependence has been heightened rather — 


than lessened. For one, industrial output, utilizing imported raw 


materials is now above prewar levels. It has to be. Nearly one mil- — 
lion are added to the population each year. Some 700,000 young peo- © 
ple come of age each year and seek to join the labor force. Jobs for — 


them can only come from industrial expansion. 

Secondly, the loss of colonial sean te 
and raw-material resources prewar now makes their importation a 
matter of foreign exchange, rather than yen expenditure. 


Thirdly, even the few resources which Japan did possess in some © 
quantity are now approaching a condition of uneconomic recovery. © 
In coal mining, for example, seams are now generally thin com- © 


pared to those in other mining countries. 


Thus in food, in textile fibers, in metals and minerals, in coking © 
coal and in liquid fuels, Japan must look abroad for the satisfaction ~ 
of its basic minimum requirements. Therefore, the problem of as- ~ 
suring adequate essential supplies for its economy, and, indeed, of — 
economic viability itself, becomes essentially a foreign-trade prob- 
lem. Japan must sell enough abroad to pay for essential imports. It 
must generate a volume of exports large enough to cover necessary © 


foreign exchange expenditures. 


Some have put this condition more dramatically, declaring that © 


“Japan must export or die.” 
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Thus far, over a postwar decade, Japan has not yet been able to 
generate a sufficient volume of Se to pay for essential imports, 
although the results for 1955 are hopeful. Japan’s balance of pay- 
ments and its economy have been sustained by $2 billion of United 
States aid in the first half of the postwar decade and by more than 
$3 billion of United States special procurement and troop expenditures 
during the latter half. 

In 1954, for example, Japan’s overall balance of payments showed 
a surplus of $100 million, but special procurement receipts that year, 
included in the balance of payments, amounted to $596 million. In the 
absence of these abnormal receipts, Japan would have run a substan- 
tial deficit. 

In 1955, the balance of payment surplus was $494 million, but this 
resulted, in part, from an expenditure of $557 million for special pro- 
curement by the United States. In the absence of such United States 
outlays, Japan would have had a small deficit in its international pay- 
ments. 

In the prewar period, Japan’s trade amounted to approximately 
5 percent of total world trade. This was cut to a fraction of 1 per- 
cent in the immediate postwar years, but it has since been climbing. 

For 1955, Japan’s share of world imports amounted to 2.8 percent. 
Its share of world exports amounted to 2.5 percent. Thus, Japan is 
about at the halfway mark in its effort to restore its position in inter- 
national trade. 

The fact that the ratio of exports to national income, which was 
18 percent prewar, is now about 9 percent tends to confirm this. 

na volume basis, Japan exports in 1955 were but 50 percent of the 
1937 level, while imports had reached 76 percent of prewar. 

When it is remembered that over the same period Japan’s population 
increased from seventy to ninety million, the lag in Japanese exports 
becomes even more apparent. 

The composition of Japan’s foreign trade is changing. Exports of 
a still predominate in this commodity pattern of Japan’s sales 
abroad. 

In 1955, textiles and textile products accounted for 37 percent of total 
Japanese exports. For 1954, the comparable figure was 42 percent. 
While Japan has regained its position as the world’s principal cotton 
textile exporter—in 1955 it shipped 1.2 billion square yards—it is 
— regaining its prewar export volume of 2.8 billion square 
yards. 

The very importance of textiles in Japan’s export pattern presents a 
problem and a threat. The usual first step in the industrialization of 
any underdeveloped country is the establishment of a textile industry 
and the imposition of protective tariffs. As they develop, countries 
tend to become quickly self-sufficient in textiles. 

Despite Japan’s No. 1 status in the world’s cotton textile market, 
world trade in cotton textiles was 11 percent less in 1955 than in 1954, 
although world production was 114 percent higher. Japan’s cotton 
textile exports were one of its few export commodities which showed 
a decline in 1955, 9 percent below the postwar record exports of 1954. 

For the first time the value of Japanese iron and steel exports 
exceeded that of cotton textiles. While total textile imports, including 
silk, wool, and rayon at $722 million, still exceed exports of metals, 
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metal products, and machinery, $657 million, the latter have been © 
rising while the former have been declining as a percentage of total © 
exports. Metals and metal products rose from 14 percent of total — 
exports in 1936 to 27 percent of total exports in 1954 to 33 percent in © 
1955, while textiles and products fell from 53 percent in 1936 to 42 © 
percent in 1954 to 37 percent in 1955. 
This changing export pattern reflects, in part, structural changes © 
in Japanese industry. Before World War II, the textile industry was — 
by far the largest sector of manufacturing industry, accounting for — 
about 29 percent of the value of factory production and for 38 percent — 
of total factory employment. ! 
Today the textile trades in Japan employ fewer workers than they — 
did 25 years ago, although factory employment as a whole has more — 
than doubled. These trades are now smaller absolutely as well as © 
relatively than they were before the war. ‘ 
Trade with the United States: In commercial trade with the United — 
States, Japan has incurred large deficits in the postwar period. In 
contrast, in the prewar period Japan was able to balance its trade ~ 
with the United States principally by sales of raw silk and shipping ~ 
services. 
Over the 1930-34 period, Japan’s raw silk exports to the United © 
States averaged 515,000 bales annually. Currently, United States silk — 
imports are but a fraction of this figure. 
In much of the prewar period, a triangular type of trade developed — 
whereby Japan bought raw materials, raw cotton principally, in the ~ 
United States and sold finished textiles to other areas, chiefly Asian © 
countries, which in turn sold various raw materials to the United ~ 
States. Thus, although Japan showed a deficit in its trade with the ~ 
United States, its exports to the rest of the world yielded dollars, ~ 
through conversion, with which to pay the United States. 7 
But the currency convertibility upon which such multilateral trade — 
rested in the prewar period has now largely vanished. Furthermore, ~ 
the now independent countries of Asia, by exchange control, reserve | 
their dollar earnings for themselves. § 
The large deficits in trade with the United States in the postwar 
riod could not have been incurred had it not been for abnormal ~ 
nited States dollar outlays for aid and special procurement. Hav- 
ing been warned that United States special procurement outlays were — 
to be tapered gradually, the Japanese have been attempting to narrow 
this gap in their trade with the United States, both by shifting to — 
other import sources and at the same time increasing and diversify- — 
ing exports to the United States. 
This policy met with some success in 1955, though in good part to — 
2 nontrade factors: The large increase in rice production in Japan— 
the rice crop was, in 1955, 30 percent greater than in 1954—and the 
sale of United States foodstuffs under surplus disposal terms for yen 
rather than for dollars. 
Compared to a trade gap of $514 million in 1951 and of $469 million — 
in 1954, Japan narrowed the 1955 deficit in her trade with the United — 
States to $103 million. Japanese exports to the United States rose ~ 
81 percent in 1955 over 1954. Japanese imports in 1955 from the ~ 
United States were 21 percent lower than in 1954. 
Although the export expansion seemed large percentagewise, total — 
Japanese exports to the United States amounted to only 3.8 percent _ 
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of total United States imports, a much smaller share than Japan’s 
prewar proportion of 8.7 percent. Indeed, percentagewise, Japan is 
not an important factor at present in United States foreign trade, 
taking but 4.7 percent of United States exports and providing 3.8 
percent of total United States imports. 

On the other hand, the United States is a dominant factor in Japa- 
nese foreign trade, supplying 31 percent of Japanese imports and 
taking 24 percent of Japan’s exports in 1955. 

Yet Laer se like averages, often cover more than they reveal. 
Japan was the best single customer for United States cotton, wheat, 
rice, and soybeans and in the absence of convertibility and in the 
face of diminished receipts of United States special funds may not 
be able to maintain its large purchases from us unless allowed to sell 
to us. 

While Japan sold us $30 million worth of cotton fabrics in 1955, it 
bought $120 million worth of raw cotton from us—636,291 bales. 

Japan and the Communist bloc: Before World War II, mainland 
China, including Manchuria and Kwantung, was a sizable market for 
Japanese products, largely as a result of Japanese domination and 
control, as well as Japanese investment in Manchuria. 

Today, mainland China, including Manchuria and the entire Soviet 
bloc, including the U. S. S. R. itself, take only 1.8 percent of total 
Japanese exports. That was for 1955. 

Prewar China took about 20 percent. In the prewar period Japan 
sold cheap consumer goods and textiles to China and obtained soy- 
beans, edible oil and oil seeds, coking coal, salt, and iron ore in 
exchange. 

In 1955 Japan obtained only 3 percent of its total imports from 
Iron Curtain countries, including Red China and the Soviet Union. 

According to the Bank of Japan foreign exchange statistics, Japan 
exported $28 million to Communist China in 1955 and imported $50 
million, for a net deficit of $21.8 million. According to the Japanese 
Ministry of Finance, Customs Division, Japan exported $28.5 million 
to Communist China in 1955, but imported $80.7 million, for a deficit 
of $52.2 million. By way of contrast, Japan’s exports to Formosa in 
1955 totaled $58.4 million and imports amounted to $76.3 million. 

Naturally, when the Japanese turn to explore avenues of expand- 
ing trade, some of them think nostalgically of the old China trade. 
The Osaka textile merchants, who have been among the most vocifer- 
ous of those pressing for expanded trade with mainland China, are 
quite likely to be disappointed. It is hardly probable that, with the 
Communist state apparatus in Red China in control of foreign trade 
and committed to the amazing industrialization goals of the first 
5-year plan, Red China will want to or will have very much exchange 
to ro any significant quantity of Japanese consumers’ goods and 
textiles. 

In view of the huge industrialization effort, in contrast to the 
minimum agricultural outlays contemplated, it may be that over time 
Red China will seek to buy substantial amounts of Japanese capital 
goods and equipment, but it is difficult to see what can be tendered 
in payment. 

The Chinese say that they will raise crude steel output fourfold 
under the first 5-year plan. It is improbable that in the course of this 
effort they will have any significant amount of coal or iron ore to 
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spare to send to Japan. Outlays for industrialization absorb about 
half of the 5-year plan expenditures, with overwhelming emphasis 
placed on heavy industry. Agriculture, on the other hand, is rela- 
tively neglected in the overall investment pattern, yet it is to be 
drained of funds in a siphoning-off process to promote industrializa- 
tion. 

Peasant resistance, famine, starvation, which may plague Com- 
munist China over the next decade, make it questionable that any 
sizable quantity of foodstuffs can be squeezed out of the economy for 
export to Japan. 

It is possible to quantify this doubt as to Red China’s, or indeed the 
entire Soviet bloc’s ability to pay for industrial imports from Japan. 
In a study in the Harvard Business Review, November—December 
1954, entitled “Showdown in the Orient,” Waldstein took the 17 lead- 
ing Japanese imports for 1951 and 1953 and compared them with 
Soviet ‘bloc exports of the same products to the free world. These 
17 key commodity imports accounted for almost 72 percent of total 
Japanese imports in 1953. 

It is clear that, except for four commodities—coal, soybeans, timber, 
and oilseeds—the total volume of Communist bloc exports to all 
western countries of the items urgently needed by Japan where in both 
1951 and 1953 less than the import requirements of Japan alone. 
If one extends this test and applies it for 1954 and 1955, 5 commodities 
appear for 1954, with hides and skins being added, while for 1955 the 
number falls to 4 again, oilseeds disappearing, hides and skins 
remaining. 

Only in the case of coal, timber, soybeans and oilseeds, or hides 
and skins is the bloc exporting sufficient quantities to meet the needs 
of Japan. 

In the case of cotton, rice, wool, wheat, petroleum, iron ore, and 
so forth, the bloc seems to be on of meeting more than a small 
portion of Japan’s needs; whether the bloc could furnish all of 
Japan’s coal requirements or would wish to do so is not clear in view 
of the large Japanese imports relative to total bloc exports. 

Actually, it is unlikely that China will be able to meet even its own 
coal needs, let alone those of Japan. As for the rest of the bloc, 
Poland, the major exporter, is already deeply and profitably com- 
mitted to sending its coal to Western Europe. Thus it is actually 
unlikely that Japan could even secure its coal requirements from 
the bloc. 

The 4 commodities, coal, timber, soybeans, and oilseeds, together 
in 1953 accounted for $215 million of Japan’s imports. The 5 com- 
modities, hides and skins added, accounted for $227 million in 1954. 
The 4 commodities, oilseeds dropped, accounted for $236 million in 
1955. This is the maximum amount which Japan could hope to 
secure from the bloc under optimistic arrangements. Actually, be- 
cause of existing bloc commitments, a more realistic estimate of 
imports from the bloc of the 4 or 5 commodities would be about 
$175 million, or less than 10 percent of Japan’s imports. 

Certainly, at the outside, not more than 10 percent of Japan’s imports 
could be obtained from the bloc within the next 5 years. : 

The broad economic conclusion that suggests itself is that both 
in terms of capacity to absorb Japanese exports and, more importantly, 
in terms of ability to supply Japan’s import needs, the Communist bloc _ 
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has little to offer Japan. Any Japanese Government which weighed 
the present position of its trading relationships in the free world 
against a prospective or contemplated trading role as a member of the 
Communist bloc, could hardly escape the clear conclusion that purely 
in the national self-interest, from an economic point of view, its future, 
indeed its economic survival, rests in maintaining and expanding free 
world trade relationships. 

This is a judgment based on economic grounds and must be quali- 
fied by a political “but.” Communist countries often use trade ar- 
rangements as political weapons. Communist China must be pres- 
ently importing substantial quantities of capital goods and heavy 
equipment from the Soviet Union, sending in exchange agricultural 
products and industrial raw materials. 

It is conceivable that in the future, either because of a desire on 
the part of Communist China to lessen its dependence on the Soviet 
Union, or in concert with the Soviet Union in an effort to pull Japan 
away from the West, China may shift a proportion of its capital goods 
purchases from the U. S. S. R. to Japan and pay with raw materials 
presently directed to the U.S. S. R. This would be basically a polit- 
ical decision. It cannot occur as long as Japan adheres to the 
CHINCOM restrictions, nor is there any present indication of a 
Chinese or Soviet effort along these lines. 

Indicative of the pressure in Japan for more extensive trade with 
Communist Asia is the recent signing of an unofficial trade agreement 
between Japanese businessmen and North Vietnam. This is a sixth 
such agreement signed between Japan and Communist countries, in- 
cluding China and North Korea, with none of which Japan has diplo- 
matic relations. 

While the Japanese Government has on the surface frowned on such 
pacts, it is unlikely that any trade could be carried on with these coun- 
tries without the tacit approval of the Government. Because many of 
the items which Japanese businessmen promised to ship would violate 
the CHINCOM embargo, none of the agreements have been fully 
implemented. But they are useful to the Communists and increase 
the pressure on the Japanese Government and in turn upon the United 
States to relax trade restrictions. 

The trade agreements are drawn in such a way as to heighten the 
pressure. Trade items are divided into three categories. In one are 
placed those things that Japan wants most, such as coking coal and 
iron ore and that she can get, it is claimed, less expensively from the 
Communist countries than from the West. 

To obtain items in this most wanted category, however, Japan is re- 
quired to ship, in exchange, machinery, tools, and equipment, all of 
which are on the embargo list. Thus the pressure grows in Japan to 
relax the embargo and hypothetical trade totals are cited to indicate 
what Japan is losing in the way of prospective trade by adhering to 
Western agreements. 

To sum up, Japan is now within sight of the balanced trade she 
needs to feed, clothe, and employ her people. We have spent more 
than $5 billion over a decade to help Japan get back on her feet, and 
we have sponsored her reentry into world trading relationships. 

With the continued expansion of free world trade, Japan’s economic 
problems become solvable and, now within sight of Japanese self- 
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support, it would be illogical if we should undertake to reverse or 
negate what we have achieved thus far. 

Japan is a happy case study of how expanding world trade can bring 
a nation to self-support and economic viability. It could, in the face 
of rising barriers, trade barriers, and declining trade, become a tragic 
example of the desperation and political suicide to which a nation can 

be driven. 

I am sympathetic to the problems of the textile industry. My 
father made his living in it for years, but to save the United States 
as a complete market for some segments of the textile industry, and 
in doing so to lose 90 million Japanese to communism, would hardly, 
in my opinion, be in our national self-interest. 

Mr. Boees. Mr. Harrison, do you have any questions? 

Mr. Harrison. Yes. It is a little unfair, is it not, to make one in- 
dustry bear the entire burden of preventing that from happening? 

Mr. Conen. Well, I do not think that one can quite say it 1s one 
industry, because if you look—— 

Mr. Harrison. You directed your closing remarks to the textile 
industry. 

Mr. Couen. I did mention that in closing. 

But Japanese imports to the United States now consist of a di- 
versity of products. They ship in 30 million of textile fabrics. They 
do, however, send chinaware, they send cameras, they send photo- 
graphic equipment, and tunafish and a slew of items. 

I had the impression, however, that probably the major share of 
complaints to Congress to impose restrictions and quotas probably 
came from the textile industry. 

Mr. Harrison. Possibly. 

Mr. Conen. This is my impression. 

Mr. Harrison. The Japanese exports to this country are very 
highly concentrated in certain segments of the textile industry, among 
other things ? 

Mr. Conen. That is quite so. 

Mr. Harrison. That is creating, is it not, a sort of reverse situation 
which you mentioned in your very fine statement, where it was a 
question of Japan must export or die. 

We are beginning to get certain American industries who are going 
to die as a result of that export, and that makes a right tough situa- 
tion ; does it not ? 

Mr. Conen. For those particular segments of the industry, it cer- 
tainly does. 

Mr. Harrison. Is there anything you could suggest that would 
relieve us from two such bad alternatives; Japan must export or die 
or a limited number of industries in this country dying of such export? 

It isa pretty bad alternative. 

Mr. Couen. It is a difficult dilemma. I do not think we should 
lose sight of the fact that they buy a good deal more from us each 
year than they sell to us, and that if we were to stop buying from 
them or cut down purchases—— 

Mr. Harrison. A tariff rate is fixed at a figure which is completely 
noncompetitive so far as American industry is concerned, and then 
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they are asked, that ene industry is asked, to commit hara-kiri 
in the interests overall ; is that right ? 

Mr. Conen. Foreign trade in the long run is a matter of adjustment. 
If there are uneconomic industries which in due course cannot meet 
competition, and our economy is based on free competition, they wither 
up and disappear and the people working in those industries find 
perhaps better paying jobs in other industries where we can not only 
meet competition but excel. 

This has been the whole history of our development. We sell cars 
a _ in countries that have automobile industries of their own. 

Becwass we manufacture a better car more cheaply than foreign 
countries. If we want to do that in other countries, we have to expect 
other countries to do it in the United States. 

Mr. Harrison. But when the American industry is taxed as it has 
been to build modern factories in Japan, and when it is taxed as it 
is being taxed to enable Japan to buy raw products, cotton, cheaper 
than the American industry can, when American industry is con- 
fronted with a minimum wage law possibly some 7 or 8 times that 
paid in Japan, then is it fair to say that it is inefficient and cannot 
meet fair competition ¢ 

Mr. Conen. Well, this, of course, is a judgment you have to make. 

Mr. Harrtson. I know it is; that is the reason I am trying to get 
light from you. 

Mr. Conen. If you look at the whole picture rather than a specific 
segment of industry, you find that we tend to benefit from this trade 
rather than otherwise. 

Mr. Harrison. That may be, but that does not alleviate the injustice 
that may exist. We cannot say that because a majority of the people 
benefit, we are going to be unjust to a minority. 

Mr. Conen. But if they do not buy our raw cotton because they 
— afford it, then what will happen to those engaged in growing 
cotton ¢ 

In short, if you protect the textile market—— 

Mr. Harrison. You are getting away from the statement you made 
that ap cannot compete on fair terms, are you not? 

Mr. Conen. It just seems to me that a country that buys $120 mil- 
lion worth of raw cotton and sells you $30 million worth of textiles 

Mr. Harrison. Let us stick to your point. 

Mr. Boges. I think Mr. Harrison made the point that they were 
buying this cotton cheaper. 

Mr. Harrison. He made the observation that American industry— 
I do a know whether you were here this morning when I gave the 
example. 

Are you saying that that industry cannot compete, then let it die? 

I do not want to accept that premise except for the sake of argument, 
but let us admit that. 

Is it fair to say that that industry, because it cannot meet existing 
competition, is inefficiently managed and cannot meet fair competi- 
tion, when, as a matter of fact, the Japanese are allowed to buy Ameri- 
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can cotton cheaper than the American manufacturer can buy it, and 
he is taxed to make up the difference, and the Japanese have a factory 
built for them with American money and that American competitor 
is taxed to pay that, and the American competitor has to pay a mini- 
mum wage of $1 an hour and the Japanese pay about 17 cents an 
hour ? 

Now, is it right to say that it is unsound and they are not meeting 
fair competition ? 

In other words, my point is that should not the tariff be fixed at 
a rate that takes those factors into consideration and makes it truly 
competitive between them ? 

Mr. Conen. You have a point. But I do not believe that Ameri- 
can aid funds were used to build textile plants in Japan. 

Mr. Harrison. Am I not right in this point? 

Mr. Conen. If the facts were correct, and I assume, if you state 
them, that they are. 

Mr. Harrison. Those facts are correct. 

Mr. Conen. It would seem logical. 

Mr. Harrison. That is all. 

Thank you. 

Mr. Boges. Mr. Morrison ? 

Mr. Morrison. I gather you think this Japanese competition is 
destined to appear in other lines, rather, extend farther than it has 
in the past. That is, you pointed to the increased percentage of Japa- 
nese exports that is coming to consist of metal goods, and so on. 

This was discussed with Mr. Mason this morning in a reply made 
by him when his attention was directed to the extreme concern about 
this matter. 

Would you say that Japanese wages are likely to increase as the 
American techniques or something like them are applied in these 
other industries? Do you see much chance that the Japanese wages 
would rapidly respond to the introduction of mass-production tech- 
niques over a wider field of industry ? 

Mr. Conen. They are higher now, of course, than prewar because 
large segments of industry are now unionized. They, too, have a 
minimum-wage law, although, obviously, it is below ours. 

One factor in judging the situation is that you have to take into 
consideration the much greater efficiency of the American worker 
than a Japanese textile or steel worker. 

For example, in coal mining the American coal miner turns out 
about 1014 tons per man per day. Japanese coal miners turn out 
half a ton per man per day. So that even if Japanese wages are one- 
twentieth of what United States wages are, they would still be on a 
par basis, you see, and this is true in the textile industry as well. 

Mr. Harrison. That is not true so much, if you will let me inter- 
rupt you there. 

hey have Marshall-plan machinery installed. Mass-production 
machinery tends to diminish that inefficiency. 

Mr. Counen. If this were true; but if you look at the competitive- 
cost figures, you will find that in most sectors of the industry the 
Japanese are high-cost producers. 
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Mr. Harrison. But whatever it is, it ought to be the difference and 
the cost of production ought to be taken into consideration in fixing 
the rates, so that it would be competitive, and not a subsidy to the 
Japanese exporter, as it is in certain situations now. 

Mr. Coen. It would be interesting to see a study of comparative 
costs. 

Mr. Morrison. I think that is all. 

Thank you. 

Mr. Boees. Thank you very much, Doctor. We appreciate your 
testimony. It has been most helpful. 

The committee will adjourn until 10 o’clock tomorrow morning. 

a at 4:40 p. m., the subcommittee recessed, to reconvene 
at 10 a.m. Tuesday, September 18, 1956.) 














ADMINISTRATION AND OPERATION OF CUSTOMS AND 
TARIFF LAWS AND THE TRADE AGREEMENTS PRO- 
GRAM 


TUESDAY, SEPTEMBER 18, 1956 


House oF REPRESENTATIVES, 
SuBCOMMITTEE ON Customs, Tarirrs, AND RECIPROCAL 
TrapE AGREEMENTS OF THE COMMITTEE ON Ways AND MEAns, 
Washington, D. C. 

The subcommittee met at 10:15 a. m., pursuant to notice, in the 
hearing room of the Committee on Ways and Means, House Office 
Building, Hon. Hale Boggs (chairman of the subcommittee) pre- 
siding. 

Predtak! Hon. Hale Boggs, of Louisiana, and Hon. Burr P. Harri- 
son, of Virginia, and Hon. Thaddeus M. Machrowicz, of Michigan. 

Also present: Leo H. Irwin, clerk of the committee; Edwin G 
Martin, counsel to the subcommittee; Loyle A. Morrison, chief econ- 
omist to the subcommittee; Charles Nutter, administrative officer to 
the subcommittee; James W. Riddell, of the professional staff of the 
committee; and John M. Martin, Jr., of the professional staff of the 
committee. 

Mr. Bocas. The subcommittee will come to order. 

The first witness will be Dr. Arthur Marget, Director of the Division 
of International Finance of the Federal Reserve Board. Dr. Marget 
has had wide experience in the field of international finance. He has 
served with the executive branch in responsible financial posts over- 
seas, has been a consultant to the Treasury Department, and for the 
past 6 years has been a staff director with the Federal Reserve Board. 
Dr. Marget will speak to us today on the important problem of the 
balance of international payments and its bearing on our foreign 
trade policy. It is the committee’s understanding that Dr. Marget’s 
appearance here today is in the capacity of an expert witness and not 
as a representative of the Federal Reserve Board. 


STATEMENT OF DR. ARTHUR MARGET, DIRECTOR, DIVISION OF 
INTERNATIONAL FINANCE, FEDERAL RESERVE BOARD 


Dr. Maroer. I have been asked to address my remarks s cifically 
to an evaluation of “present-day conditions existing in the world 
with respect to balances of payments. It has been explained to me, 
further, that such an evaluation would fall under the subtopic in the 
subcommittee’s agenda: The Mechanism of the Balance of Payments. 
And since a major topic of this subeommittee’s agenda is United 
States trade policy and the national] interest I was not exactly sur- 
prised to discover that I am expected also— 
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to comment on on the effect of balance of payments matters on America’s foreign 
trade policies and experience. 

I interpret this assignment to mean the providing of some sort of 
answers to questions such as the following: ‘ 

(1) In what sort of condition do the countries of the world in which 
we are interested now find themselves, from the standpoint of what 
may be called their external stability? Are they, predominantly, in 
trouble in foreign-trade matters, or has their position in this respect 
become one of increasing strength over the postwar period ? 

(2) If, in fact, these countries’ foreign-trade position has become 
predominantly one of increasing strength over the postwar period, by 
what steps—for this is what I understand by “mechanism”—has this 
state of affairs been brought about ? 

(3) How far have “American foreign-trade policies and experi- 
ence” been affected by, and how far have they affected, these balance- 
of-payments developments ? 

And then, of course, growing out of our answers to these three main 
questions, is the final summary question: What light do these balance- 
of-payments developments of the postwar world throw upon the major 
topic, United States trade policy and the national interest ? 

These are obviously very broad questions indeed, and any attempt 
even to sketch a set of answers calls for a correspondingly broad brush. 
On this understanding, I should like to begin by suggesting that we are 
likely to get a sounder appraisal of the current Caleta ni onsen 
position of the countries in which we are interested—my question 
No, 1—and a closer understanding of the steps by which the countries 
involved reached their current position—my question No. 2—if we 
look backward, for a moment, to that particular segment of the his- 
tory of America’s postwar foreign economic policy and experience that 
is suggested by my question No. 3, which would relate that policy and 
experience to balance-of-payments matters. 

t was, after all, a balance-of-payments matter that was held to 
underlie what, by common consent, will be regarded as the great act 
of American foreign economic policy of the postwar period: the 
European recovery program. There was certainly precious little 
external stability to be found, in 1948, in the position of most of the 
European countries that had been involved in the war; almost all of 
them were not only in trouble in foreign-trade matters, but in very 
serious trouble indeed. 

The answer of American foreign economic policy to this particular 
balance-of-payments matter was a large-scale program of economic 
aid to cover the enormous balance-of-payments deficits of countries 
in whose economic welfare we acknowledged an interest. In my own 
view, this answer was not only a generous one; it was an answer whose 
wisdom, from the standpoint of the political and economic advantage 
of the United States itself, was abundantly attested by the event. 

I am not sure, however, that the lessons of this experience have 
always been drawn in the terms in which they should be drawn if they 
are to be made relevant to the topic which this subcommittee has asked 
me to discuss: namely, the relation between balance-of-payments 
matters, on the one hand, and, on the other, America’s foreign-trade 
policies and experience, when the latter are judged from the standpoint 
of America’s own national interest. 
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It seems to me hardly helpful, for example, to say that the Euro- 
pean recovery program was necessary in order to balance the un- 
balanced international accounts of the European countries involved. 
For it ought to be fairly obvious that if all we care about is that there 
should be a formal balance between a country’s exports and its im- 
ports, regardless of the level of these exports and imports, and regard- 
less of how the balance between them is brought about, there need 
never have been a European recovery program altogether: The coun- 
tries of Europe would simply have been forced to cut down their im- 
ports to the level of their exports, no matter how low those exports 
were, and that would have been the end of it. 

The essence of the argument in favor of the European recovery pro- 
gram, therefore, should always have been this: That—quite apart 
from the effects that the alternative way of balancing of the inter- 
national accounts would have had upon our own exports—in the con- 
ditions prevailing in 1948, after the immense destruction and disloca- 
tion caused by the war, this alternative way would have brought about 
deprivation and unemployment in Europe on such a scale as to have 
threatened the social and political peace of the free world, and there- 
fore our own peace and security. The first lesson of the experience, 
then, is surely this: 

We want to have a balancing of the international accounts, cer- 
tainly; but we want that balance to be at a level that will be socially 
and politically endurable. The balance that we want is not a balanc- 
ing down, but a balancing up. We want the balance to be effected 
at a level which is consistent with that continuing rise in the standard 
of living of the broad mass of the population, at home and abroad, 
which must be the goal of all enlightened economic policy. 

But this is by no means the only lesson to be drawn from America’s 
experience with that particular balance-of-payments matter which 
may be said to have underlain the European recovery program. When 
that program was presented to the Congress and to the people of the 
United States, it was presented as a recovery program, that is, as a 
program which was based upon an assumption that Europe was not 
doomed to a chronic invalidism which would require permanent in- 
jections of foreign aid in order to keep it alive; that, on the contrary, 
it would be able to stand on its feet without further outside economic 
aid. 

In terms of the balance of payments, this assumption meant that 
Europe was not expected to suffer from chronic balance of payments 
deficits. It was expected, on the contrary, that these balance of pay- 
ments deficits would progressively diminish as Europe succeeded in 
generating its own exports in a quantity sufficient to pay for its im- 
ports at a level that could be regarded as socially and politically 
endurable. 

That Europe did succeed in doing just this seems to me clear beyond 
all reasonable doubt. If there is still some question about it in some 
people’s minds, this may be due, in some cases, to a simple misunder- 
standing as to the difference in purpose of various types of economic 
assistance programs: specifically, the difference in purpose between a 
recovery assistance program, on the one hand, and, on the other hand, 
programs of military assistance, technical assistance, or assistance 
for the special purpose of fostering economic development. 
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In other cases, there may be a rather less respectable basis for the 
doubt that may still exist in people’s minds with respect to Europe’s 
success in effecting the kind of basic improvement in its balance of 
payments, particularly with the dollar area, which the European re- 
covery program assumed would be possible. It is not always easy to 
admit that something has happened which one had previously in- 
sisted could not possibly happen, and unhappily, a great many people 
had been all too ready to insist, in advance, that an adjustment in 
Europe’s balance of payments with the dollar area, of the kind and 
degree of which I have been speaking, was simply out of question. 

The reason most commonly adduced for this was the superior 
productivity of the United States as compared with that of Europe: 
the argument being that, since we could produce everything we wanted 
more cheaply and better than the European countries could produce 
it, Europe could not possibly increase its exports to the United States 
by the required amount. I am prepared to admit that there may have 
been some point to arguing about the possibilities in this respect 
before we had the experience of the years of the European recovery 
program. But I can see very little point in arguing about it in the 
face of the unassailable fact that the exports of the so-called Marshall- 
plan countries to the United States, at the end of the European re- 
covery program, were no less than 21% times as great as they had been 
at its beginning. 

How was this remarkable transformation in Europe’s balance of 
ooo accomplished? It was very common, particularly at the 

eginning of the European recovery program, to hear it suggested 
that the whole problem was one of increasing Europe’s production. 
This was certainly part of the problem. But to have suggested that 
it was the whole of it is like suggesting that when a man is heavily 
in debt, all one has to do to get him out of debt is to see that his income 
is increased. Obviously, an increase in a debtor’s income will make 
him better able to pay his debts, if he chooses to do so; but it could 
also make him better able to buy an extra automobile for his personal 
use, to invest more in his own business, or even to take a flyer in the 
stock market or at the races. Whether he will use his increased 
income to pay his debts or to do any one of these other things, is, one 
would say, a matter of policy. 

So it was, in the last analysis, with the correction of Europe’s 
balance-of-payments difficulties in the postwar period. The infusion 
of aid under the European recovery program did make it possible for 
Europe to increase its income, in the form of a higher level of pro- 
duction of goods and services. And this increase in the level of real 
income certainly made Europe better able to devote resources to the 
balancing of its international accounts at a level that could be regarded 
as politically and socially endurable. But whether it was to do this, 
or whether, on the contrary, it would use its increased real resources 
in ways that would leave the international accounts in as unbalanced 
a state as ever, would depend entirely upon the measures of economic 
policy that it chose to follow. And the particular measures of eco- 
nomic policy that were crucial, for this purpose, were measures of 
fiscal and monetary policy designed to establish internal monetary 
stability within the country concerned. 
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I am myself firmly convinced that it is quite impossible to explain 
what I referred to, a moment ago, as “the remarkable transformation 
in Europe’s balance of payments” in the postwar period without put- 
ting the central emphasis upon what was done by the European coun- 
tries, one after the other, in the field of fiscal and monetary policy 
during that period. I am just as firmly convinced that the same 
emphasis, and only that emphasis, provides the answer to my question 
No. 1, with respect to the condition in which the countries of the world 
in which we are interested now find themselves, from the standpoint 
of external stability, that is, the amount of difficulty which these coun- 
tries are experiencing in maintaining a balanced foreign trade position, 
at a level to be regarded as socially and politically endurable. My 
broad answer to my question No. 1, indeed, is that wherever, in the 
world, the internal fiscal and monetary situation is under adequate 
control, the external position of the country concerned is also under 
control, and that where the external position is shaky, a major part 
of the explanation is to be found in uncertainties with respect to the 
internal fiscal and monetary position. 

In the time at my disposal today, I could not possibly hope to demon- 
strate this proposition with respect to individual countries. It is my 
understanding, in any event, that this subcommittee will hear from 
later witnesses evidence on the foreign trade position of special areas 
in which the subcommittee is interested. The subcommittee will then 
have an opportunity to judge whether the view I have presented is 
concurred in, or rejected, with respect to the trade position of each of 
these special areas, by the witness in each case. 

I myself propose at this point, therefore, to go on to present, in 
very brief outline, the general analytical argument as to why we 
should expect a connection to exist between internal monetary stabil- 
ity, on the one hand, and external balance, on the other. This, it will 
be observed, is in effect, a way of answering my question No. 2, with 
respect to the mechanism whereby balance has in fact been brought 
about in the international accounts. For what I am saying is that 
there can be no hope of bringing about such a balance in a country’s 
international accounts as long as that country tolerates excessive inter- 
nal inflationary pressures. The argument is simply this: 

Internal inflationary pressures work against the attainment of bal- 
ance in the inienetionn) accounts because : 

First, they tend to lead to excessive imports. This is so not merely 
because the excess spending of money, pressing against the supply 
of real resources, tends to dtive rices up internally, and so to make 
the country a profitable market for foreign goods. Indeed, if prices 
are kept at an artificially low level by direct controls, while money 
incomes are increased as the result of the domestic inflation, the de- 
mand for imports might very well be greater than it would be if prices 
were allowed to rise. 

_ Secondly, the internal inflationary pressures harm exports. This 
is clearly the case of internal prices, and therefore money costs, are 
driven up to levels which make the country’s exports noncompetitive 
with those of countries which are not inflating at the same rate. But, 
again, if internal prices are kept artificially low by direct controls, the 
damage to exports may be even greater; because the increase in money 
incomes resulting from the inflation will mean that, at a relatively 
fixed level of internal prices, more of the resources that should be 
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devoted to export will be sucked into domestic consumption than might 
have been the case if internal prices had been allowed to rise. 

And, finally, internal inflationary pressures are bound to diminish 
the flexibility of the economy. If we start from a state of imbalance 
in a country’s international accounts, and if we propose to correct 
this state of imbalance by increasing exports, it is obvious that some 
way must be found for shifting resources from domestic consumption 
to exports. In the absence of a complete dictatorship charged with 
moving these resources by direct order, we must rely on incentives to 
move them. But if the level of internal money demand is such that 
everybody finds an easy domestic market for everything that he pro- 
duces, what incentive is there for him to shift into producing some- 
thing for export? The inevitable effect, obviously, is a rigidifying of 
the economy. 

The determination to take measures to eliminate excessive internal 
inflationary pressure was, then, the crucial policy decision, on the 
part of the countries of Western Europe, that made possible the oper- 
ation of that mechanism of adjustment of the disturbed balances of 
payments of the countries of Western Europe which, under the shelter 
of the European recovery program, led to the extraordinary trans- 
formation in Europe’s balance of payments which, in turn, is incon- 
trovertible evidence of the success of the program. 

The element in this transformation that I have stressed particularly 
is the remarkable increase in Europe’s exports to the United States 
and the dollar area generally. I have deliberately put the first empha- 
sis on the role played in the balancing of Europe’s accounts by the 
increase in Europe’s exports to the United States and the dollar area 
generally, rather than a decrease in its imports from this area, because 
it seems to me important to remember, at all times, the principle that 
I suggested earlier; namely, that what we want in the balancing of 
the international accounts, to the greatest extent possible, is a bal- 
ancing up, and not a balancing down, in matters of international trade. 

But this is not to say that the reduction of imports played no role 
in the balancing of Europe’s international accounts, or that it should 
never play a role in the balancing of the international accounts gen- 
erally. Actually, at the same time that Western Europe was increas- 
ing its exports to the dollar area so remarkably, it also managed to 
reduce its imports from the dollar area to a level roughly three-fifths 
of the level prevailing at the start of the European recovery program. 

But whether a reduction in a country’s imports is to be regarded 
as a success or a failure of economic policy depends entirely upon how 
the reduction in imports is brought about. The goal of economic 
policy in this respect, surely, must be that, if imports are to decrease, 
they should decrease because there is no longer any economic advan- 
tage in maintaining them at their previous level. And this will be 
true, broadly speaking, whenever the residents of the importing coun- 
try, given a free choice as to whether they should spend their income 
on domestic goods or on imported goods, decide that they would 
rather spend it on domestic goods. 

The key words, of course, are “given free choice.” Such “free 
choice” can hardly be said to exist for the citizens of a given country, 
for example, as long as there exist widespread direct. restrictions 
with respect to the amount and kinds of goods that may be imported, 
and the countries from which they may be imported. If, therefore, 
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the reduction to which I have referred, in Europe’s imports from 
the dollar area over the period of the European recovery program, 
had been brought about primarily by means of an increase in the 
direct restrictions put upon the import of goods from the dollar 
area, the achievement would have been much less gratifying than it 
was. 

But the fact is that, even while the European recovery program was 
in progress, the general trend was in the direction, not of increasing 
the level of direct restrictions on imports in general, and of restrictions 
on imports from the dollar area in particular, but in the direction of 
relaxing such restrictions; and the progress in this relaxation of 
direct restrictions on imports—not only as among the European coun- 
tries themselves, but also as against the dollar area—has been much 
more marked since the end of the European recovery program. 

In short, it is not merely that international trade has come to show 
a greater and greater degree of balance in the postwar period. What 
matters, from the standpoint of the general imprevement in the level 
of economic well-being which we all desire, is that this balance has 
been maintained at progressively higher levels of production and 
trade, and with progressively less reliance on direct controls as a way 
of maintaining that balance. 

And it is my own firm view that the latter development, in particu- 
lar, is a major element in the explanation of the greatly increased 
strength shown by the European economy generally in recent years. 
We had evidence of that increased strength in 1953-54, for example, 
when Europe continued to move steadily ahead even in the face of 
the kind of recession in the American economy which, in 1949, had 
been accompanied by disturbances in European balances of payments 
of such a magnitude as to give rise to that blessed proverb: “When 
America coughs, Europe catches pneumonia.” 

What the events of 1953-54 showed was that the seriousness of 
the consequences to one’s self of another’s coughing, and whether one 
is forced to hasten to set barriers between one’s self and the cougher, 
depend very largely upon the state of one’s own health when the cough- 
ing starts. And what I am suggesting is that a major element in the 
obviously improved state of Europe’s health in 1953-54, which inci- 
dentally, I myself belief to have been one of the factors that con- 
tributed to the relative rapidity which we ourselves emerged from 
our recession at that time, was the improvement in the kind of eco- 
nomic policies—fiscal, monetary, and commercial—which the coun- 
tries of Europe had come to adopt increasingly in the postwar period. 

What about our own policies during this period ? 

This brings me again to my question No. 3, which has to do with 
the relation between “American foreign trade policies and experience,” 
on the one hand, and the balance of payments developments of the 
postwar years, on the other. You will recall that my discussion of 
these balance of payments developments started with what was in- 
tended to be a partial answer to my question No. 3, in that I pointed 
to the serious disequilibrium in the balance of payments position of 
the countries of Western Europe in the immediate postwar period 
as underlying that great act of American foreign economic policy 
which took the form of the European recovery program. But I then 
went on to discuss the mechanism by which this serious disequilibrium 
in the balance of payments was corrected, in a degree which obviated 
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the necessity of a continuation of a European recovery program, as 
such. I have spoken of the role played by the economic policies of the 
European countries in effecting this readjustment. The question now 
is the role played by “American foreign trade policies” in this process. 

I have characterized the transformation in Europe’s balance of pay- 
ments with the United States in the period of the European recovery 
program as a remarkable one, and I have stressed particularly the role 
played in this transformation by the expansion of exports by the 
countries of Western Europe to the United States. Quite obviously, 
even the harshest critics of “American foreign trade policies” during 
this period must admit that these policies were such as to allow this 
adjustment to occur. This may seem to be excessive belaboring of a 
very obvious point, but apparently the point is not as obvious to all 
as it may seem to some. 

It was certainly not obvious, for example, to certain of the pessimists, 
both in Europe and here, who insisted so emphatically, in advance, 
that an adjustment in Europe’s balance of payments with the dollar 
area, of the kind and degree which has in fact been witnessed, was 
simply impossible. I have already referred to those who based their 
pessimism in this respect on arguments involving the superior “pro- 
ductivity” of the United States as compared with Europe. The group 
I have in mind here, however, was made up of those who, when pressed 
for a good analytical reason as to why the desired degree and kind of 
balance in Europe’s dollar accounts could not be brought about, re- 
treated from analysis into a flat “factual” prophecy, to the effect that 
the United States itself would not allow the necessary adjustment, in 
the form of imports into the United States, to occur. Protectionist 
elements in the United States, they insisted, would see to that. 

These pessimists, at least, were proved wrong. In my own view, it 
was a great piece of good fortune f 
free world that they were proved wrong. 

Is the point equally obvious with respect to the future of “American 
foreign trade policies and experience” ? 

What I contend is that there is nothing in logic or experience to 
indicate that we need fear serious disequilibrium in the rest of the 
world’s balances of payments with the United States as long as there 
is widespread adherence to the proper fiscal and monetary policies— 
and, I may now add, the proper exchange-rate policies—because under 
such circumstances the ordinary mechanism of the market and of price 
may be expected to operate to bring about such adjustments in the 


balance of payments as are necessary to retain balance in the inter- — 


national accounts. But it is quite obvious that if, through protec- 
tionist interference with the market and price mechanism, these adjust- 
ments are not allowed to occur, then, of course, there is everything in 
both logic and experience to indicate that we are in for very serious 
difficulties indeed with respect to the trade relations between the 
United States and the rest of the free world. 

I cannot believe that a careful weighing of where the true national 
interest of the United States really lies can lead to any determination 
other than to continue, in the field of foreign-trade policy, those policies 


which have permitted the attainment and maintenance of balance at ~ 
ns higher levels of production and trade, with progressively 
ess reliance on direct controls as a way of maintaining that balance. ~ 


or the cohesion and strength of the ~ 
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Mr. Boees. Thank you very much, Doctor, for a very fine state- 
ment. 


Are there any questions ? 

Mr. E. Martin, Dr. Marget, I noticed in your statement that we 
wanted the trade balance to be on a higher level. I assume that you 
approve of the trade-agreements program ? 

Dr. Mareer. Yes, sir. 

Mr. E. Martin. Does that include the escape-clause provisions of the 
Trade Agreements Act? 

Dr. Marcer. I think that in talking about the escape-clause pro- 
visions, one has to look at the record of the way in which it has Fide 
administered. The escape clause has been a source of great concern 
to our friends and allies abroad because they feared that it would 
be used on such a scale as to prevent the kind of adjustment I have been 
talking about. 

My own view is that in fact the escape clause—and I am speaking 
broadly here—has not been used on such a scale as to prevent the 
adjustment. My point here was that the very fact that the adjust- 
ment has come about has shown that the escape clause has not been 
so abused. 

In answer to your question, sir, if we judge the escape clause by the 
way in which it has in fact operated, as opposed to the way in which 
some Europeans feared it might operate, or in the way in which some 
extreme protectionists would like to see it operate, then I say it has 
not interfered with the process of adjustment and therefore can be 
accepted as part of our apparatus for dealing with this problem. 

Mr. E. Martin. It is pretty hard to draw a line as to what extent 
the escape cJause should be permitted to operate. You would not say, 
for example, that you could only have the same degree of operation 
as in the past without harm to your international pattern, would you ? 

Dr. Marcer. I do not believe that as it has operated in the past it 
has hurt the American economy. If the suggestion is that it should 
have been invoked more often to interfere with imports, because the 
harm resulting to the American economy has been great, I do not be- 
lieve that is a fair statement, sir. 

Mr. E. Martin. You speak of the difference in purpose between 
economic and military aid programs. Does that difference have any- 
thing to do with or have any effect on the balance of payments? 

Dr. Mareer. Well, sir, what it means is that obviously if we were 
not giving aid for military purposes, then probably certain exports 
which we are making at the present time would not in fact be made. 
That does not mean that the accounts would not be balanced if we 
did not have that element of military aid in the picture. I would put 
it, if I may, or perhaps I can make the point somewhat clearer, by this 
analogy in another field: There are plenty of cases in which exports 
do not equal imports which are not regarded as catastrophic. If you 
take, for example, the Canadian balance of payments, imports greatly 
exceed exports. But nobody in Canada today is worried about that 


= for the simple reason that what Canada today is exporting to balance 


the accounts are some securities, some promises to pay. In other 
words, you are having in Canada today a process of investment, and 
if you did not want to accomplish the process of foreign investment 
in Canada today, you would not have that particular configuration of 
the balance of payments. 
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So it is with respect to military aid. If we did not want our allies 
to engage in a defense effort of a certain level, then obviously the 
balance of payments would look somewhat differently from what it is. 
But it has nothing to do, I would say, sir, with respect to the question 
as to whether we need the military aid to maintain a balance in our 
international accounts. 

Mr. E. Martin. That was not what I was asking. My question 
really, and I will phrase it differently, was this: Does not a military- 
aid program, giving to a foreign country a billion dollars, does not 
that have the same effect on the balance of payments as an economic- 
aid program making available the same billion dollars to the foreign 
country? Do not both programs enable the foreign country to get 
$1 billion more of imports than they would otherwise have? 

Dr. Marcer. Oh, yes. The only point I am making is that the 
meoeet and for that matter the structure of the country’s exports, is 
different in the two cases. It seems to me, in other words—or let me 
put it this way: 

Supposing there had never been any military program. Supposing 
we did not have a great defense effort. Then would it be necessary 
for us to be giving aid to European countries on the scale in which 
we are now giving it? I ioold say “No.” Therefore, two items 
would drop out of both sides of your balance of payments. 

But your question, itself: Is it not true that the military-aid pro- 
gram enables these countries to make imports which they would other- 
wise not make? I think that is certainly true. The point is that 
we want them to maintain a certain level of imports, and we want them 
to maintain a certain level of exports, and we want them to maintain 
a certain level of production, in order to be able to do some things in 
the field of defense which they would otherwise not be able to do. 

My only point, sir, is that that is a different kind of problem from 
that which we had when we were talking about their having to keep 
up the level of imports in order to avoid social disturbance. It is a 
different kind of problem, and I think the other problem is solved. 
In the case of the military effort, even allowing for increased produc- 
tion as a base for their military effort, as long as we want them to 
maintain a military effort of a certain level we should probably have 
to give them a certain amount of aid. 

Mr. E. Marrrn. Has there been any significant increase in Euro- 
pean investments in the. dollar area in the last couple of years? 

Dr. Marcer. Yes. Do you have in mind particularly investments 
in American firms, or would you include the holding of gold and dollar 
balances here? 

Mr. FE. Martin. I was thinking primarily of investments in Ameri- 
can firms, and American in this context includes Canadian. 

Dr. Marcet. Yes; there has been some. I happen to have with me 
the amount of the current holdings in United States corporations. 
The figure that is given is only for investment in the United States 
corporations. I do not have the figure for investment in Canadian | ¥ 
corporations. Somewhere between 6 and 7 billion is the amount of | 
their current holdings in the United States corporations. 

Most of their holdings here are in the form of dollar balances or 
investment in United States Government securities. But the figure 
I have given is the latest figure that I have seen for foreign invest- 
ments in American firms. 
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Mr. E. Martin. How much is that compared with what it was, say, 
5 years ago? 

“Dr. Marcer. I do not have the figure for 5 years ago. It is con- 
siderably more now. 

Mr. E. Martin. Considerably more? 

Dr. Marcet. Yes, sir. 

Mr. E. Martin. Some American manufacturers have told me that 
this increase in European investments is permitted by our aid that 
we have given to the European countries. Would you agree with 
that ? 

Dr. Marcer. I think you can take any item in the European coun- 
tries’ balance of payments and say that the same thing is true of 
that. Whatever the country is enabled to do, it is enabled to do by 
virtue of the fact that they are getting some sort of assistance. That 
is perfectly clear. It does not necessarily follow, however, that if 
the aid which we give were not in the picture the one thing that would 
be cut down would be their investment in this country. There are 
all kinds of other things that could happen, too. 

Mr. E. Martin. Maybe that answers the next question. The next 
question was if the foreign aid we are giving, economic or military, 
does help augment their investments in the dollar area, are we not 
giving them too much aid ? 

Dr. Marcer. No, sir; I would not say so. Is it bad for countries 
to have some foreign assets ? 

Let us look briefly—I said I was not going to discuss particular 
eee but to look at the position—let us take, for instance, Great 

ritain. 

It is well known that in the process of fighting the last war, par- 

ticularly during the period before we entered it, Britain, just to be 
able to keep on fighting, had to mobilize a lot of its foreign invest- 
ments from which it had been getting an income, which, in fact, 
enabled it to import food in adequate amounts. 
_ Now, I think it is only wise for a country such as Britain, which 
is so heavily dependent upon imports, to try to build up its foreign 
holdings of investments, from which it can earn an income, to a level 
something like what it had before. I do not see anything in their 
having some money to invest abroad which proves that we should, for 
example, stop our military aid. 

Mr. E. Marttn. I do not want to suggest, sir, that there was any 
thought it was bad for the British to have investments here. The 
question was rather, whether it was good policy for the United States 
to tax its citizens so that the British might have investments here. 
I do not want to belabor that, and I think that your answer is clear 
enough in the record and I just wanted to get my question clear. 

_Mr. Morrison. Mr. Marget, I take it that it is your view that the 

European recovery program has achieved success and that that is 
represented by the fact that the balances of payments of the Euro- 
pean countries—the outgoing and incoming payments—are in approxi- 
mate balance. Would you say that complete success had not been 
cant until full and free convertibility of currencies had been 
restored ? 

Dr. Marcrr. I would say that I should not be satisfied with the 
progress in Europe until that goal has been achieved. I talked about 
the suecess of the European recovery program. I was thinking of 
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it frankly as a recovery. program, a program to get us back to a tol- 
erable position after the destruction of the war. I think we would 
have to say that the currency conditions in the prewar condition were 
not exactly ideal, and I certainly agree with the implication of your | 
question that there ought to be, in America’s own interest, a hope | 
and an expectation that this progress which we have seen, and which 
I believe to be in the direction of full convertibility of currencies, 
will continue until that goal is reached. 4 

Mr. Morrison. It was alleged here yesterday that the American | 
export field, and any emphasis on it, interfered with the recovery 
of the Buropeai economy, became of the competition it offered Euro- | 
pean countries, our exports offered European countries in third mar- | 
kets. Part of this argument was that our increased imports had not | 
contributed very much to the improvement of the balance-of-payments 
positions of the European countries and on the other hand our exports 
interfered or at least restricted their exports to third countries. 

Mr. Marcer. All I will say is that 1 am assuming we are talking 
about ordinary commercial exports. We are not going to get into | 
the problem of disposal of agricultural surpluses and things of that | 
kind. If we are talking about ordinary American exports, then I | 


certainly would myself never agree to any formulation of American | 


policy which would tell our exporters not to try hard to compete and | 
to win markets for themselves simply because somebody else would [| 
conceivably be not able to stand up against competition. 

One of the goals of American policy ought to be to see to it that | 
those of our exports which are genuinely competitive shall not be | 
kept out of foreign markets simply because some protectionists in |_ 
those countries want to keep them out. If I am opposed to protec- | 
tionism in my own country, I certainly would be expected to oppose 
protectionism elsewhere. , 

Mr. Morrison. As I see it, this discussion related to American | 


policy, though. Could we regard our policy, our liberal tariff policy, | 


could we regard that as contributing to the success of the European 
recovery program ? : 
Dr. Marcer. Yes, sir; I think so. And perhaps this will make the | 


point clearer: When I gave the broad figures that I did with respect | 


to the results of the European recovery program, showing that the 
Europeans, broadly speaking, had raised the level of their exports to 
us to something like 214 times what it had been, and had cut down 
their imports from us to something like three-fifths of what they had 
been, I did not mean to suggest that once that result was obtained the | 
process came to an end. The process I am speaking of is that of |— 
attaining higher and higher levels of international trade. What has | 
happened since those figures I gave—those figures showing the result | 
of the 4 years of recovery program—is that since that time we have © 
both increased our exports and increased our imports. I think that | 


is exactly the kind of thing that we should be aiming for. Does that | 


answer your question, sir ? 
Mr. Morrison. I think so. But pursuing the question that Mr. — 
Martin raised, I wonder if the answer you gave does not throw a | 
somewhat different impression or does not make a somewhat different _ 
impression on your view of the distinction between military aid and — 
recovery aid. ¥ 
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As I see it, you are saying with respect to this question of investment 
that this is a contribution that we properly made to the common cause. 
In the case of the recovery program, it was a contribution made to the 
expenses that these countries assumed in the past, that is, during the 
war, whereas the military-aid program is a similar contribution to 
a common effort for the future, 

Dr. Mareer. I think that is one way of putting it. I do not know 
whether putting it that way makes it responsive to the question of the 
adjustment in the balance of payments, but I have no objection to 
putting it that way. 

Mr. Morrison. Then there is another bearing of this on the matter. 
If the foreign countries that are our allies, and countries of the free 
world, are to maintain their military preparations, are not those mili- 
tary activities or preparations precisely the same from the point of 
view of the economics of the matter as their housing program or any- 
thing else? Would not the reduction of this military aid create the 
necessity for additional we or decrease in their imports ? 

Dr. Marcer. They would have to make some adjustment. That is 
the one thing one could say with certainty. Whether it would take 
the form, as your question may have implied, of doing less housing in 
order to maintain the military effort, or whether, as I fear would more 
likely be the case, it would mean simply cutting down the military 
effort in order to maintain the housing, one cannot say. It is a question 
of policy. All that one can say with certainty is that the country 
which is receiving military aid is enabled, in addition to what might 
be regarded as the normal activities of a country, to put forward a 
military effort greater than what otherwise be the case. 

Now, I do not take that to mean that they could not cut something 
+lse out if they chose to in order to maintain their military effort. I 
think there is a practical judgment which has to be made in each case. 
I do think that the history of our experience in this matter has shown 
that there is a burden, in the way of military performance, a military 
effort which goes beyond a country’s willingness to support. 

Let us put it this way. If we cut down our military assistance too 
far, it will, almost certainly, be the military effort that is going to 
suffer rather than the housing and the social expenditure, even though 
I grant that if they choose to cut down these other things, they could. 

Mr. Morrison. The matter I was asking about has to do with the 
future impact on our economy of the discontinuance of military aid. 
Particilarly, it is the question of whether the pressures are likely to 
be greater, say from Japan on elements of the domestic economy and 
whether this protectionist sentiment you talk about is likely to become 
more emphatic in the future than it has been in the past. 

Dr. Marcer. I do not know what is going to happen to the future of 
protectionist sentiment. I would take this occasion, however, to add 
one other thing, in terms of our relations with our allies and the 
relation of our commercial policy to that. 

I think that, quite apart from the relation of military assistance 
and the connection between that and trade policy, there is the fact 

that interferences in trade, exclusions of other countries’ exports, are 
acts by our Government against another government. ‘They are 
resented, in a way in which, shall we say, just losing out in a compet- 
itive struggle between private people of two countries is not resented. 
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I myself cannot believe that we can—I tried to say this in my pre- 
pared statement—maintain cohesion in the free world if we are con- 
tinually taking actions which are directed against the economic per- 
formance of other countries when the only sign of that economic 
performance is that it is a good economic performance. 

I am distinguishing between good economic performance and the 
use of unsound or unfair trading methods. I believe that the effect 
of interferences with the results of good economic performance by 
friendly nations can be only harmful and in the pet pits disas- 
trous for our relations with the nations. 

Mr. Morrison. But it has been alleged that the variations in our 
tariff policy, a threat to remove restrictions or to place additional 
restrictions on imports is more disturbing to this climate of coopera- 
tion than would a stable policy. 

Dr. Marcet. I think that is correct, sir. 

Mr. Morrison. I have no further questions. 

Mr. Boees. Mr. Harrison has a question. 

Mr. Harrtson. Dr. Marget, in discussion with Mr. Martin about the 
increased British investments in this country, it may be beside the 
point but am I correct in my observation that as the British invest- 
ments in American industry increase then they become inclined to 
be protectionists for that industry on the American market as against 
European competition? 

Dr. Marcer. I would hope that would not be the case. Certainly 
they would be extremely short-sighted if they actually took that 

osition. : 
" Mr. Harrison. Have you observed that might be the case in some 
instances ? 

Dr. Marcer. Well, sir, I have observed only this: There are very 
great differences in the attitude of American businessmen—and I am 
speaking here of American businessmen with interests in international 
trade—with respect to the degree of intelligence shown, frankly, 
about it. 

There is a group of American businessmen who feel that they should 
be able to maintain their position in international trade by being 
efficient, and that they do not feel that they need to have our Govern- 
ment come in and protect them against the kind of market risk which 
all of our American businessmen take freely within the country. 

TI would grant that there is another type of businessman who does 
not want to face up to a market situation that way. I personally 
would hope that the first group that I spoke of would be predominant, 
and that in fact, American commercial policy will reflect what I regard 
as the courageous and, I hope, the more typical American view. 

Mr. Harrison. Now, with reference to tariff rates, have you observed 
that recently and under some new recent trade agreements, the rates 
have been made so low that Japanese competition has been able to drive 
out of the American market European competition in that American 
market? 

Dr. Marcer. I would say that if that is the fact and if nobody can 
show that the Japanese are competing unfairly by dumping, or any- 
thing of that kind, that is a result which the Europeans simply have 
to accept. They must make themselves competitive, and I believe that 
they can. 
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Mr. Harrison. But do not the Japanese enjoy a great many advan- 
tages in being able to enter this market that is denied to the European 
competitors ? 

Dr. Marcer. I am not familiar with any special advantage that the 
Japanese have in this respect. 

Mr. Harrison. What about the differences in wage rates? 

Dr. Marcet. I do not personally regard that as necessarily an advan- 
tage, sir. It is an old story, and I am sure this committee, like other 
committees, has heard testimony on it; but I do not believe that the 
existence of a differential in the level of wage rates is an obstacle to 
the attainment of balance in international trade. Nor do I believe 
that, taking them in themselves, one necessarily comes to the conclusion 
that the country with the lowest wage rates must necessarily be the one 
which can produce most efficiently. 

Mr. Harrison. Because the efficiency of the labor is an important 
thing, but is Japanese labor so much less efficient with modern ma- 
chinery than European labor ? 

Dr. Marcer. I am sure that depends on which lines of production 
are involved. In certain lines they probably are efficient, but I would 
still say that that is no reason 

Mr. Harrison. Let us go into textiles, for instance, where we have 
built in Japan, under the assistance program, some modern machinery, 
and modern plants and Japanese labor is very much lower than British 
or Italian labor. Is the Japanese labor any less efficient under such 
conditions than British or Italian labor ? 

Dr. Marcer. It may not be, in certain lines. 

Mr. Harrison. Then in fixing tariff rates, do you think that should 
be taken into consideration ? 

Dr. Marcer. My answer to that would be that I would hope that 
the fixing of tariff rates, and any change in those tariff rates, would 
always be taken from the standpoint of the national advantage, which 
is not necessarily the advantage of a particular group, such as particu- 
lar textile people, who may be hurt. 

My own feeling is that the procedures which in fact have been 
followed have not been completely insensitive in any sense, to the 
particular hardships which groups may have had to endure. All I 
am saying is that we have certain procedures, under our present ar- 
rangements, for hearing the complaints and deciding the facts, and 
then for taking a decision, in the last instance, on the basis of the 
national interest. 

Mr. Harrison. That is of course the escape-clause procedure you 
have reference to, which is, I believe you say, had been operated so 
as not to interfere with the free entry of goods. 

Dr. Marcer. I said it had not prevented the degree of adjustment 
which we have had, nor had it been invoked so frequently or in so many 
cases as to bring about that result. 

Mr. Harrison. Now, Mr. Marget, with reference to another mat- 
ter that you talked about and you discussed with Mr. Martin, in which 
you advocated that American producers should enter into any foreign 
field in which they could successfully compete to win and hold markets, 
a you make an exception with reference to our agricultural sur- 

pluses ? 

Dr. Marcer. I merely was trying to contrast a case in which we were 
getting markets because the price and the quality and the conditions 
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of delivery of our product were superior to those of other countries, 
as against an arrangement in which we were able to sell our products 
on more favorable terms simply because of an element of subsidy, or 
because of special conditions of payment such as payment in local cur- 
rency or something of that sort. 

That is rather a different thing from the usual process of the 
market. It brings in a bilateral element, too. That is all I wanted 
to say with respect to that. 

Mr. Harrison. Simply because we have a surplus of production is 
no reason why we should not enter any market in which we can suc- 
cessfully compete on world prices; is that right? 

Dr. Marcer. Providing we are not engaging on a basis to which 
we would object if it were done by someone else. You mentioned the 
element of Japanese competition. We would object very strenuously, 
and we have objected, if the Japanese were to en in dumping; 
that is to say, selling abroad at a price contend deat than that 
which they have internally. We object to that and we say it is not 
fair competition. 

Mr. Harrison. The Japanese sell at lower than their European or 
American competitors, and that is not dumping. 

Dr. Marcer. Not necessarily. 

Mr. Harrison. But if we do it it is dumping; is that right? 

Dr. Marcer. No; there must be some misunderstanding, sir. 

Mr. Harrison. Would you straighten that up ? 

Dr. Marcer. The comparison is not between Japanese export prices 
and somebody else’s export prices. The comparison is between Jap- 
anese export prices and Japan’s own costs of production internally : 
it is a comparison within the Japanese price structure itself. Dump- 
ing is supposed to occur, in usual, conventional use of the term, when 
it costs a country a certain amount to produce a product and then the 
country proceeds to dump that abroad at a price below its cost. That 
is not regarded as fair competition. 

Mr. Harrison. Of course, a great many of our surplus agricultural 
productions have an arbitrary price in the American market because 
of the price-support program. Now, if that is the case, sir, do I 
understand that still we should not sell the surplus abroad at world 

rices ¢ 
Dr. Marecer. You are quite right, sir, on the relation between the 
problem of disposing of agricultural prices and our support policy— 
there can be no question about that. I merely say that our Govern- 
ment at the present time, in attempting to dispose of these agricultural 
surpluses, says that it bears in mind the impact of these sales on the 
position of friendly countries. That means, I would suppose, that 
we would refrain from disposing of these crops at a price consider- 
ably below that not only which we paid for it, but also below that 
at which other efficiently producing countries could offer the product. 
For we should then have to ask: What do we do for this allied 
country which finds itself in external difficulties because what was 
regarded as its normal market has been taken away from it? 

Mr. Harrison. It has been our policy, has it not, in recent years, 
not to sell American surplus agricultural products at competitive 
prices in the world markets; is that not true? 

Dr. Marcer. The pricing policy has varied from time to time, 
obviously, and there Lins been an effort to dispose of these surpluses 
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by various methods, of which the changing of price is one. The sale 
for local currencies is another. I would only stress again that, in 
all of that, our Government has said that it is aware that the sales 
could be made in such a way as to disturb very seriously international 
economic relations and particularly relations with our allies, and I 
hope that that is borne fully in mind. 

Mr. Harrtson. And it has been our policy, has it not, to with- 
hold American surplus goods from any market where if we entered 
competitively it would disturb the existing market of competing pro- 
ducer nations ? 

Mr. Marcer. Well, “disturb” must be interpreted carefully. 

Mr. Harrison. It would take away from them or cut in on the 
existing markets of competing countries. 

Dr. Marcer. If by “cutting in” you mean competing unfairly, I 
do not think the suggestion has ever been that any of these countries 
are supposed to retain a monopolistic position in any of these mar- 
kets. It is a case of a country that might have been able to produce 
rice, say, perfectly efficiently without enjoying any particular monop- 
oly position in a traditional market ; and if, under those circumstances, 
we were to come into such a market, where there has been no sug- 
gestion of monopoly position, and no suggestion that the particular 
crop is inefficiently produced, and if we were then to come in and 
sell at a price which bore no noticeable resemblance to our own cost 
of producing rice, that might be a serious situation. 

Mr. Harrison. But it did bear a resemblance to what they were 


) selling for in that same market. We have not been doing that; 


meh YE ES 


“a 


have we ¢ 

Dr. Marcer. I think that the important thing is the principle which 
we have laid down, that we must behave with responsibility in dis- 
posing of these agricultural surpluses and to my knowledge there has 
never been a principle that we never must subject anybody, whether 
os are allies or not, to something called normal competition. I would 

lope not. 

Mr. Morrison. Do you think there is any possibility of our dis- 
posing of these surpluses such as cotton without creating distress con- 
ditions for foreign producers ? 

Dr. Marcer. It is very difficult to give a categorical answer. 

For one thing, dispose over what period? I think you can reduce 
the amount of “distress,” to use that word to begin with, if you do 
this over a long period, so that you don’t have to jump in and be less 
careful of your action at any given time. 

Second, I would distinguish various forms of “distress.” In those 
cases, for example, in which a foreign country has built up the pro- 


§ duction of a edie commodity whose price we have been holding ab- 


normally high, and if that country would not be able to produce at 
what I would regard as a normal price in that market, then I don’t 


® think that country has any right to complain if we take off the um- 
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brella, over a longer period, and proceed to compete under the new 
conditions. 

But the broad answer to your question—whether we can get rid 
of our surpluses without disturbing somebody—is that I think it de- 
pends on the pace at which we try to dispose of those surpluses and, 
frankly, on the spirit in which the sales program is administered. 
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Mr. Morrison. The complaint of the country is that our price-sup- 
port program encourages the production of these things and then 
they are sold abroad in ways that force them to take lower prices. 

Dr. Marcrr. I can only say that I do not think, if that is their 
argument, that they have a legitimate complaint if we remove the 
umbrella. 

I have put the question, for example, to European producers of 
butter and have said, “Now, if you start out with the proposition 
that you were able, let us say, to get certain markets because we priced 
ourselves out of the market, and if, then, by some miracle, we were 
to get proper pricing policies, you could not complain if you were 
then back to where you were before we held the umbrella over you.” 

The answer I have gotten from my friends has been: “To that kind 
of competition we must be prepared to adjust.” 

Mr. Boces. Thank you very much. We appreciate your appearance. 

Our next witness this morning will be Dr. Paul T. Ellsworth, pro- 
fessor of economics, University of Wisconsin. 

Dr. Ellsworth has had a distinguished career in academic life, as 
well as in the Federal Government and is well known for his contri- 
butions to the literature on international economics. 

We have invited Dr. Ellsworth to discuss with us today the mecha- 
nism of international trade, an understanding of which is essential to 
the development of sound policies in the field of international trade 
relations. 


STATEMENT OF PAUL T. ELLSWORTH, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF WISCONSIN 


Mr. Ex.xtsworrn. When I was asked to speak on the mechanism of 
international trade, it was suggested that I try to bring out the eco- 
nomic forces that lead to trade. I hope my remarks are along the 
lines that you want. 

In any event, I will make a try. 

First of all, I would like to start off by stressing that international 
trade is simply one aspect or a part of total trade and it rests on pre- 
cisely the same foundations as any kind of trade at all. To bring that 
out, suppose we start by considering local trade, trade within a given 
epee area, let us say part of the United States. 

This is simply a consequence of specialization, that is the reason for 
any kind of trade. That can be brought out most clearly, I think, if 
you go back to the nonspecialized producing unit which existed in an 
earlier period of our history, the frontier family, where the various 
members of the family conducted all productive operations. 

They engaged in building, lumbering, cultivating their farm, re- 
pairing their tools and even making their tools, performing the activ- 
ity of a veterinarian, even a doctor. 

With the growth of the settlement and more families moving in, 
there arises room for specialized work. You get a blacksmith, miller, 
storekeeper, and various other specialized kinds of producers putting 
in their appearance simply because the market has grown large 
enough to warrant this kind of specialization. 

This, of course, permits the realization of the advantages that go 
with specialization, advantages to which attention was first called 
very vividly by Adam Smith some nearly 200 years ago, which were 
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that specialization of this type permits special aptitudes to be made 
best use of, permits development of skill with practice—that is, prac- 
tice makes perfect, that old adage is put into effect—enables the saving 
of time in changing over from one operation to another and stimulates 
invention. 

All of these gains from specialization, of course, result in a larger 
output of goods for a given input of effort. 

Now, specialization, of course, requires trade. It is its essential 
complement for the simple reason when you have specialized pro- 
ducers no one producer can possibly consume all of his output. He 
has to swap some of his output for the output of other people. 

Trade between regions and nations also rests upon specialization 
according to the particular aptitudes of the regions or nations just 
exactly as does local trade. 

The basis in this case is slightly different. It is regional and 
national differences in kinds of productive resources as contrasted 
with differences in a quality, such as manual dexterity or high 
intelligence, musical aptitude, and so on. 

Now, interregional and international trade, I would like to stress 
parenthetically, differ only in that international trade involves nation- 
al boundaries between the separate sovereign states with different 
laws, different institutions and customs, and different national policies 
above all else. 

Sometimes, of course, there are differences in language, but that 


® is not crucial. 
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Now, interregional and international trade, as well, rest on three 
fundamental principles. I want to stress the first two particularly 
and introduce the third as a supplementary principle. 

If we bear these in mind, I think a great many matters in this field 
become clear. 


The first principle I would like to stress is the comparative differ- 


> ences that exist in the endowment with various kinds of resources in 


different nations, 

Now, the resources of which I am talking include land in a very 
broad sense. That is, the natural resources in general ; labor of which, 
of course, there are several different kinds; and capital, which takes 
the various specific forms of building, railway equipment, factories, 
machinery, and so on. 

It is noteworthy that countries differ tremendously in their endow- 
ment with these various kinds of resources as I have described them 


' just as individuals differ in their endowment in intelligence, strength, 
) or what have you. 


To illustrate briefly, Australia is noteworthy in the possession of a 
large land area in relation to its population and to its capital. 

Brazil, on the other hand, although also a land-rich country, has 
relatively less capital than Australia. 

_ Capital could be said to be a scarce factor there. Labor would be 
in between. 

In Switzerland skilled labor is a factor that that country is most 
abundantly endowed with, capital would come in the intermediate 
position, and land is the scarcest of all. 

In India labor is your abundant factor. Land is relatively abun- 
ant and capital very scarce indeed. 


83979—56—pt. 1——-9 
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In the United States the factor that is predominant in importanes 
here is capital. To a somewhat less degree, because it is a big coun- 
try, it varies from region to region, land would come in and labor is 
our most scarce factor. 

Abundant factors are, of course, relatively cheap. Scarce ones are 
relatively costly. 

In India where labor is very abundant, wages are lower. Japan 
likewise. 

In the United States where labor is scarce, wages are high and 
capital being abundant the rate of interest here is lower than elsewhere. 

The second principle to which I want to draw attention is that the 
way in which these various factors with which producers have to oper- 
ate, the way in which these various factors are combined in production, 
varies greatly from one commodity to another. 

Now, these combinations depend on the techniques that are avyail- 
able to manufacturers, farmers, and so on. 

To a lesser degree on the nature of the materials they work with, 
and on the character of the product. 

Just as we have 3 main categories of factors, you have 3 main types 


or ways in which the factors of production are combined. You have [ 


labor-using combinations or labor intensive combinations; land inten- 
sive and capital intensive, depending upon which factor is predomi- 
nant in a given line of production. 

Let me illustrate. As labor-using goods I would cite such things 
as hand-made lace, hand-blown glass, fancy leather goods, fine watches, 
and rice has traditionally been produced in the Orient. As labor-using 
goods one might cite wheat, corn, coffee, cattle, coal, copper, and in 
general agriculture products and mineral products which rely heavily 
on some kind of national resource for their production. 

Capital-producing products would include such things as eleetrical 
equipment, automobiles, radio, machine tools, the refining of petro- 
leum, and so on. 

Now, to each country a wide range of ways of combining its factors 
is possible in view of the thousands of commodities that it could 
produce. If a country wanted to be self-sufficient, of course, it could 
produce almost all commodities and combine its factors in a multitude 
of ways that would correspond to the multitudinous commodities it 
would have to produce to be self-sufficient. 

However, although a wide range of different combinations in pro- 
duction is possible, only a limited number of combinations out of all 
of those commodities that are open to it are economical. 

By “economical” I mean efficient or giving low-cost combinations. 
Efficient and low-cost combinations are those that require the use of 
large amounts of a country’s abundant and cheap factors. 

Perhaps one of the best ways of bringing this out is to give an 
analogy of a homely sort. Let us consider the baking of a cake. If 
you want a good, rich cake, you need to have the proper cake mixing, 
and that would be one that contains plenty of butter and eggs. The 
ingredients would make it rich and tasty. If you put in the right 
cake mix or the right things in a cake mix, you get a rich, tasty, or 
good cake. 

The same thing is true in production. A cheap, efficiently made 
product will come out if the factor mix contains large amounts of the 
country’s cheap factor which will make output cheap. 
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Now, with these two principles before us, we can see, I think, the 
fundamental basis for the specialization by different countries and 
for the movement of goods internationally. Os i 

Because from the fact that factors exist in different countries in very 
ditferent quantities and consequently are priced very differently, and 
from the second fact that the way which these factors are combined 
in production differ materially from commodity to commodity, you 
get international price differences in commedities. Sten 

To illustrate, Australia, because it has abundant land which is cheap, 
is able to produce wheat and wool at low cost and export those products 
all over the world in competition with anyone. 

Switzerland, with its skilled labor and relatively low wages— 
although they are high compared to some other countries, but for 
their skill they are low—can produce fine watches and precision 
instruments and export them all over the world. 

In British Columbia and in the State of Washington, the existence 
of a particular resource, a erucial resource; namely, electric power 
sites of particular richness or capacity, enable them to produce alumi- 
num, chiefly because electric power is a very important cost in the 
production of aluminum. 

In the United States generally, although we cannot compete with 
Switzerland in making fine watches because skilled labor is so expen- 
sive here, and so much of it is needed to produce watches, we can pro- 
duce cheap clocks and watches, those which require large amounts of 
capital, relatively small amounts of labor and competent, particularly 
competent management. 

Machine tools and oil refining are notoriously high capital users and 
those we also can produce efficiently. 

The cotton and tobacco rest upon the endowment of the United States 
with particularly well suited land in abundant quantities. 

Now, a third principle which supplements these two is the special 
advantage that arises out of large-scale production. Here you have 
the advantage that comes from a sort of package deal. If an industry 
or, rather, a firm, is organized on a large scale, it ean attain a large 
output, it may be able to employ the most able manager in the whole 
industry at a high salary, of course. It may cost them 2 or 8 times 
as much as the normal manager, but he may be 5 or 6 times as efficient, 
or the firm may be large enough to install a research division which, 
for smaller scale outfits, would not be possible, and so on. 

In any event, the existence of the possibility of large-scale production 
which comes with a large market, makes certain economies reliable that 
permit reduction of costs, 

This advantage is particularly conspicuous, of course, in the United 
States with its large market resulting from a large geographical area, 
a rather large population, and high standards of living, and it shows 
up naturally in the production of automobiles, tractors, the TV sets, 
radios, and so on. 

_ These are the major points that I think have to be borne in mind 
in any discussion of international trade. They are the fundzmentals 
of the subject. 

But I think they need to be considered particularly by a group such 
as this in special relation to the problem of wages. 

I have noted in some of the questions which have gone on an interest 


in that topic. So I would like to turn our attention to that for a few 
moments. 
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Now, wages, of course, are the price for the services of labor. They 
are the price of one of the factors of production. Where this price 
is high, economy in its use is indicated. That is, the general rule of 
using economically or economizing in the use of something that is 
costly is dictated. If economy in the use of costly labor, of high wa 
om that is, is not observed, the cost of production is going to 

igh. 

This will mean in the terms I have used earlier, a poor factor mix 
from the viewpoint of efficient low-cost production. 

Now, the question that all of us confront at one time or another is: 
Can the United States with the highest wages in the world, compete 
with low-wage countries ? 

Well, you just can’t get a single answer to that question. It de- 
pends on what American producers try to make; on whether they obey 
the principle of economy in the use of an expensive factor. 

They can easily meet competition in the production of capital in- 
tensive and of many land intensive goods where the relative amount 
of labor used is small. 

I would like to give an illustration that is particularly relevant 
here, I think. Until a few years ago rice was produced solely by the 
very intensive methods used in the Orient, which were particularly 
labor intensive, a large amount of labor on a rather small area of 
land and using very simple and very cheap capital instruments in the 
form of teams of bullocks and an inexpensive plow and so on. 

The United States simply could not raise rice in competition with 
this low-cost method until machinery was developed which permitted 
the cultivation of a large area with very little labor using a great 
deal of capital in relation to the land, but particularly in relation 
to the labor, a method in other words, which economized in the use 
of our scarce and high cost factor, labor. 

So I think that it is clear that we can meet competition. That il- 
lustration points it up, we can meet competition if methods of pro- 
duction are available to us which permit economy in the use of labor. 

American producers cannot meet competition, however, if the tech- 
niques of production available in a particular industry call for large 
amounts of labor in relation to the other factors. This is true, for 
example, and is the factor responsible for appeals for protection in 
such cases as the manufacture of fine watches, felt hats, oe 
cameras, but not the inexpensive mass-produced ones, and in beet and 
cane sugar. 

What I have been saying in relation to w can be put in another 
way, and perhaps it will be useful to translate it into other terms. 
It can be put in terms of the productivity of labor. 

Wages in the United States are high because we have rich natural 
resources to aid labor, because we have abnudant electric power, 
the organizing ability of American business managers is excellent; 
there is a climate of productivity in the country which constantly 
exerts a pressure toward improving methods of production. 

We have a large market and the vigor and health of the American 
worker are not to be forgotten. 

As an illustration, let me compare the United States with Great 
Britain. Her wages are two and a half times as high on the average 
as they are in the United Kingdom. The productivity of labor in 
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America in terms of physical output varies tremendously from one 
industry to another. 

For example, in the production of radio parts, if my memory serves 
me, the ratio of our productivity to theirs is about 5 or 6 to 1. But 
in woolen textiles it is between 1144 and 1to1. That is our produc- 
tivity is not very much greater in the field of woolen textiles. 

Now, United States producers can meet British competition very 
readily where labor productivity is relatively higher than our wages, 
that is, wherever productivity is in excess of 21% to 1. 

And there are many lines in which that is true. Where that is 
not true, of course, we cannot meet their competition. 

In coal mining, for example, in pertoleum refining where man- 
agement is superior, or where mass-production methods are applic- 
able, it is easy to meet British competition. 

That is all I want to say in terms of basic principles underlying 
trade, the economic forces which determine the movement of goods. 

I would merely like to conclude by pointing out that the problem 
of the tariff from the strictly domestic economic point of view reduces 
to whether other considerations than the purely economic, such as, 
for example, defense, whether other considerations are of sufficient 
weight to offset the cost of the inefficient use of our resources, which 
is, of course, made possible by the artificial support of the tariff. 

Thank you, gentlemen. 

Mr. Boaes. Thank you very much. 

Mr. Harrison. 

Mr. Harrison. Doctor, there are many instances under our free- 
trade policy where existing American investment, existing American 
trade labor, cannot compete with various countries of the world in 
the American market because of the labor cost being more than 2 or 
3 times theirs. 

Mr. Ettswortn. Yes; there are. 

Mr. Harrison. From an economic standpoint should the tariff rate 
be such as to take into consideration the protection of the industry 
as it exists today? I am not talking about its expansion. I mean 
by that that it is economically sound to change the tariff rate even 
though it might not have been economically sound to permit that 
industry to ever grow or be in this country. 

Where it is here, it has been brought here, put here, exists here, 
by virtue of the protective policies in the past, is it economically 
sound to so change the tariff rates so as to bring that factory into 
idleness and to put out of employment in that particular industry the 
labor that has been trained in it? 

Mr. Extsworru. I think you have to make up your mind whether 
you want to go on supporting an inefficient industry. By inefficient, 
I mean here an industry which is not suited to our resource situation. 

I don’t mean that the manufacturer in question is not using the most 
efficient methods available. 

Mr. Harrison. I know what you mean. 

Mr. Extsworrn. I would say in general that unless there is some 
consideration such as defense consideration, that the mere argument 
of vested interest is not sufficient to warrant going on protecting it. 

But, of course, it means disturbance and I think, as I think many 
of the people who presented evidence to the Randall Commission and 
even members of the Randall Commission itself pointed out, that an 
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interest which has been supported by protection for years, and which 
has been led to understand that this is the policy of the Govern- 
ment—— 

Mr. Harrison. And made the investment under that policy? 

Mr. Extsworru. Certainly—and the workers acquired their skill, 
too, that they are entitled to some special consideration. That if in 
order to make sure that our resources are used most efficiently Con- 
gress should determine that a tariff is to be removed, it should be done 
gradually and there is a strong case for some kind of special aid, such 
as distressed area aid now in force, to permit such an industry to get 
out over a period of, say, 10 years, with a minimum of harm to the 
workers and to the management and capital involved. 

Mr. Harrison. Let us take the glass industry. It is true, is it not, 
that on a free-trade policy the American glass industry could not stay 
in business in the American market ? 

Mr. Exczsworrs. Certainly the hand-blown glass industry could 
not. Iam fairly sure that the mechanized part of the industry could 
stand up to any competition in the world. 

Mr. Harrison. Let us take the part that you say could not. Would 
if be sound economically, even over a period of 10 years, to so change 
our policy that the enormous amount of capital invested in the machin- 
ery in that industry and the enormous amount of skilled labor already 
invested there—I am not talking about expansion—should be lost. 

That would be a dead loss, would it not, to the American economy ? 

Mr. Extsworrn. There would be a temporary loss to individuals 
involved in the industry, but in the long run there would be a gain 
for the American public from a more efficient use of our resources. 

A good illustration of what you are talking about, I think, is to be 
seen in the reaction of the fine watch industry to Swiss competition. 
Under President Truman it was decided not to accede to the request 
for an increase in duties on watches. 

The Elgin Watch Co. decided that they would go along with that 
policy. They céased protesting for an increase in tariff and began 
to shift their production over into the manufacture of bracelets, watch 
cases, jewelry and that sort of thing, and get out of the manufacture 
of the movements. 

Another illustration is the Bell & Howell Co. 

Mr. Harrison. Could they do that on the machinery they had, 
though ? 

Mr. Exrswortu. A certain amount of scrapping of machinery is 
inevitable, but that is happening all the time, owing to changes within 
the country. The movement of the textile industry to the South has 
reacted adversely on the textile industry in New England. The move- 
ment of industries to the West has acted adversely on industry in 
the East. 

Manufacturers all have had to adjust to changing circumstances. 

My point here in connection with the tariff is that since that is a 
Government policy which was deliberately taken at some time in the 
past and may be reversed, upon occasion of its reversal there is a 
special case I think for consideration of those involved in the industry 
that would be harmed by this change in policy. 

Mr. Harrtson. President Wilson said that the tariff rate should 
be raised to take into consideration the different cost factors in the 
production of goods between the countries and then make them com- 
petitive. 
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Mr. Extswortn. I did not get your question, sir. 

Mr. Harrison. Was it President Wilson who said that the ideal 
tariff policy would be one that would take into consideration the dif- 
ference in cost factors in efficient production in both countries and 
then permit entry on a basis that would make it truly competitive? 
Would you agree with that? You would not agree with it? 

Mr. Exiswortu. I have two comments on that. First, I doubt very 
much if President Wilson ever said that. 

Mr. Harrison. I think he did. 

Mr. Extswortu. Who the originator of that point was, I have for- 
gotten now. 

The second comment would be that equalization of costs, if carried 
to its logical extreme, would wipe out all international trade. 

If we cannot produce coffee as cheaply as Brazil, we have to put 
on a 1,000-percent tariff in that case that would equalize cost. 

Mr. Harrison. But we do not grow coffee; do we? 

Mr. Eittswortn. No; but we could by growing it in hothouses. 

Mr. Harrison. I am not talking about expanding industry. I am 
talking about existing industries put there and created under protec- 
tive tariff policies and now as the country turns toward free trade it 
becomes economically unfeasible. 

Mr. E.ttsworrn. Economically unfeasible, you say ? 

Mr. Harrison. Yes; that is the existing industry. 

Mr. E.tswortu. What you are saying in effect, sir, is simply that 
any change in policy which increases competition confronting the 
industry is going to cause disturbance. 

My reply to that would be: Well, what are your objectives? Are 
your objectives the raising of standards of living and the efficiency 
of the American economy, or are they the continuance in existence of 
inefficient production ? 

Mr. Harrison. You think, in the long run, it will be more profita- 
ble to let existing capital investments and skilled labor fall—I am 
talking about existing, now—than it would be to give them certain 
protection as would make it truly competitive between them and their 
foreign competitors ? 

Mr. Etisworrn. I would put it rather differently. Instead of say- 
ing making it truly competitive, I would say continue to subsidize 
them so as to make them able to meet efficient foreign competition. 

Mr. Harrison. Are we subsidizing exporters today ? 

Mr. Exttswortn. No; he can meet competition. 

Mr. Harrtson. Dr. Harris here yesterday made a point that in the 
last 40 years the United States taxpayers had subsidized exporters 
to the tune of $125 billion. Would you not agree with that? 

Mr. Ettsworrn. I am not familiar with the evidence Mr. Harris 
gave, so I can’t comment on it. 

Mr. Harrtson. The military assistance program is a subsidy. 

Mr. Extsworrn. Of course, you are subsidizing some firms now 
with acceleration of depreciation and that sort of thing. 

Mr. Harrison. In general, would you subsidize exporters and not 
any domestic producers? 

Mr. E.xsworts. I would not subsidize either. Exporters, like the 
automobile industry, for example, or the electrical industry, can be- 
come efficient. 
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Mr. Harrison. You are subsidizing them when they buy their prod- 
uct with American tax money. That is a subsidy. 

There is no market for them abroad except with American money. 

Mr. Etxswortn. Well, I am not aware of what particular sales 
you are speaking of. 

Mr. Harrison. Let us talk about the tanks that we buy in the auto- 
mobile industry and give to other countries in the form of military 
assistance program. That is a subsidy to the manufacturer of the 
tank; is it not? 

Mr. Exvtsworrn. It is not a subsidy in the true sense of the word. It 
is providing an additional market for his goods. 

fr. Harrison. Which did not exist in that country ? 

Mr. Exisworrn. That is right. 

Mr. Harrison. Thank you, sir. 

Mr. Boces. Mr. Martin. 

Mr. E. Martin. Dr. Ellsworth, do I understand you favor a Fed- 
eral program of aid to communities or areas that are hard hit by the 
withdrawal of tariff protection ? 

Mr. Extsworrn. I am not ——— at this moment to try to formu- 
late any detailed program, but I would put it in general terms like 
this: 

That where a sudden change in tariff policy is put into effect in 
industry which is hard hit, I think, deserves special consideration ; it 
should be allowed some time, say 10 years, to adjust and it should be 
aided in the process of adjustment. 

To be a little more specific, it would seem to me justifiable to pro- 
vide special training for the younger workers who would be sacrificing 
their wages, high wages, if they had to move out, provide extended un- 
employment facilities for the older workers who will retire in the 
course of 10 years, and possibly loans from the Small Business Admin- 
istration ; something of that sort, to the firms in the industry to enable 
them to change over to some new type of production. 

That is the best adjustment, to shift from one type of production 
to another, and it can 5 done, it is being done all the time. 

Mr. E. Martin. My question is really, Should this aid be e308 by 
the Federal Government rather than the State governments 

Mr. Extswortu. Well, since it is a Federal policy to change tariff, 
it seems to be justifiable that the Federal Government should provide 
whatever aid is provided. 

Mr. E. Martin. Suppose, instead of the industry being hit as a 
result of the tariff reduction, we get to one of the New England towns 
which has one textile industry in it which decides to go south—there 
is no industry left in the town. Does that town have a similar claim 
for Federal aid for rehabilitation or adjustment, whatever you want 
to call it ? 

Mr. Exiswortu. Not as strongly, I think, because the change is a 
change occurring within the country not resulting from a change in 
Federal policy. 

Now, if soatitato's has been attracted to the South by unusually low 
tax rates, by subsidies for buildings, and so on, then it might very 
well be justifiable for the State where the industry is, in Massachusetts, 
to help that particular industry to adjust to the policies of another 
State of the Union. But I don’t see that the Federal Government 
is involved there. 
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Mr. E. Martin. Suppose these out-of-work textile workers could 

show that the mill went south because of labor-cost increases resulting 
from policies of the Federal Government. Would that put the case 
ina different posture ? 

Mr. E.itsworru. Possibly; yes. 

Mr. Boaes. Mr. Morrison ? 

Mr. Morrison. I take it that it is your view that, if any redress is 
to be extended to domestic industry on account of our tariff policy, 
that that should be extended in the form of assistance to get out of 
the distressed business rather than offering your tariff protection back 
to what it was or an even more restrictive policy. 

Mr. Ertsworrn. I thought the point we started with was that an 
industry is injured by the r eduction of a duty. 

Mr. Morrison. Or by the continuance of a duty that is accompanied 
by increased import competition. 

Let me approach it a little differently. The escape-clause legisla- 
tion provides that in case of serious injury to a domestic industry, 
the concession made to a foreign country may be withdrawn or modi- 
fied. Now, what I was asking was whether you felt that, instead of 
that withdrawal or modification of the customs treatment provided 
for by the trade agreement, you should provide any assistance by other 
means, by financing the reeducation of the workers? 

Mr. Ettswortrn. Yes; that is what I was driving at. I think an 
industry that is injured in this way has some claim to be assisted in 
getting out of what it is into something where it can do better. 

Mr. Morrtson. You would see no justification for the policy 
represented by the escape-clause legislation ? 

Mr. Eiitswortu. No; Ido not. 

While we are on that topic, I would disagree, I think to some extent, 
with one of Mr. Marget’s remarks, that the escape clause has not pre- 
vented the entry of imports. I think the mere existence of the escape 
clause, even though it has been used with great moderation, holds 
European potential competitors back from trying to develop a market 
in the United States, because they know full well that if they are 
successful after spending money on advertising and developing ware- 
houses and dealer facilities, if they are successful in expanding their 
market the escape clause is very likely to be invoked. 

_ Therefore, it has acted as a hidden deterrent to the expansion of 
imports. 

Mr. Morrison. I gather from what you say that you have not given 
-~ \iled consideration to how this program of indemnification might 
be administered ; that is, the detailed legislation ? 

Mr. Ettswortu. No, I have not. 

Mr. Morrison. I do not think I have any other questions. 

Mr. Boces. Thank you very much, Doctor; we appreciate your 

appearance. 

Mr. Evisworrn. Thank you, sir. 

Mr. Bocas. The committee will adjourn until 2:30 for an executive 
session. There will be an open session at 10 o’clock in the morning. 

(Thereupon, at 12 noon, the committee was recessed, to reconvene 
at 10 a.m., Wednesday, September 19, 1956.) 


(Nore.—See letter from Paul F. Mickey, vice president, American 
Watch Manufacturers Association, Inc., on p. 1754, pt. 3.) 
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WEDNESDAY, SEPTEMBER 19, 1956 


House or REPRESENTATIVES, 
SuBCoMMITTEE ON Customs, TARIFFS, AND 
RecrprocaL TRADE AGREEMENTS OF THE 
ComMirreE ON Ways AnD MEans, 
Washington, D. C. 

The subcommittee met at 10:10 a. m., pursuant to notice, in the 
hearing room of the Committee on Ways and Means, House Office 
+ Building, Hon. Hale Boggs (chairman of the subcommittee) presiding. 

Present: Hon. Hale Boggs, of Louisiana; and Hon. Burr P. Harri- 
son, of Virginia. 

Also present: Leo H. Irwin, clerk to the committee; Edwin G. 
Martin, counsel to the subcommittee; Loyle A. Morrison, chief econ- 
omist to the subcommittee; James W. Riddell, professional staff of 
the committee; and John M. Martin, Jr., professional staff of the 
committee. 

Mr. Boaes. The committee will come to order. 

Our first witness this morning is Mr. Judd Polk who will discuss 
the economic problems and policies of the United Kingdom and the 
sterling area, a subject for which he is peculiarly well qualified. 
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STATEMENT OF JUDD POLK, NEW YORK, N. Y. 


Mr. Potx. Mr. Chairman, I am glad for the opportunity to be here. 

As I understand it, this is preparatory to an on-the-spot investiga- 
tion by the subcommittee. 

Mr. Boees. That is correct. 

Mr. Pork. It was my experience in traveling around the sterling 
| world that questioning on the spot really leads to firmer impressions 
| than any amount of studying. 

[ have tried to put together here in my prepared testimony my main 
impressions. I would ‘like to go through them with you, if this is 
agreeable. 

John H. Williams, who was invited to appear before this subcom- 
mittee, but who, I understand, was unfortunately prevented from 
doing so, wrote a foreword to my recent book on the sterling area, 


‘three Its Meaning in the World Finance,” Harper, June 1956. In 
| ithesaid: 


That the sterling area is of great importance for the world economy, we can 
all agree. The relationship between the dollar and the pound is one of the 
major continuing economie issues of concern to the free world. But the real 
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significance of the sterling area, for its member countries as well as for the rest 
of the world, is hard to determine in any fashion that will evoke general assent, 
The evidence is complex and its real import is often obscure or ambiguous, 
When the Council on Foreign Relations in New York first undertook this study, 
one memorandum called attention to some of these problems. “Looked at from 
the outside,” it said, “the sterling area is a ‘closed’ economic system, rest- 
ing on trade and exchange controls that limit transactions with the rest of the 
world and discriminate against countries that are not members. From the in- 
side, the sterling area appears as an ‘open’ economic system within which 
trade and payments are subject to fewer controls than most international ex- 
changes * * *, To some American observers, the sterling area has appeared to 
impede progress toward a larger world trading system; to others it has seemed 
a helpful step on the way. Some Americans urge support for the sterling area 
because it is a source of strength to Britain ; others see it as a shelter that hinders 
Britain from adapting its economy to the requirements of its new position in 
the world.” 

My study ran over a period of 214 years. In the course of it, I had 
the stimulating and humbling experience of traveling some 40,000 
miles in visits to sterling countries all over the world. In short visits 
in 25 cities I discussed sterling problems both with Government of- 
ficials and with private citizens. 

The visits ronkesied London and several European capitals. Brit- 
ain’s dependencies and near-independencies in Africa; the Federation 
of Malaya, and a number of the independent members of the sterling 
urea—the Union of South Africa, Pakistan, India, Ceylon, and Aus- 
tralia. 

I would like to interpolate; in the course of this I really managed 
to become an “in-expert” in the affairs of all these countries, but gained 
a few general impressions which when you put them together, at 
least for me, give fairly firm conclusions. 

I was struck in a heartening way by the frankness and even en- 
thusiasm with which everyone met the inquiries of an outsider into 
the running of the sterling household. 

However restricted the financial lines of communication may get 
to be from time to time between the sterling and dollar worlds, there 
are no effective barriers to human communication and friendliness. 

The story of sterling is a complex one and could be told in many 
ways. It would be told as the story of a small silver coin a thou- 
sand years ago, and how the coin was gradually transformed into the 
broadest system of international credit ever developed in the world. 

It would be told as the story of deep and recurring international 
financial crises which have frequently ruined banks, bankrupted busi- 
nesses, and frightened nations. 

It could be told as the story of high financial argument between 
nations or between factions in a nation over the nature of steps which 
national governments should take to stabilize their currencies and pro- 
mote general prosperity. 

It could be told as the story of high finance and political maneuver 
as Britain has vied with other nations to gain advantage as in the 
development of the world’s economic resources. 

It could be told as the story of the costs of modern warfare. And 
doubtless in many other ways. 

It is important particularly to the United States, I believe, to achieve 
as good an understanding as possible of the reasons, or lack of reasons, 
underlying the financial policies of the sterling world. The interna- 
tional stability of sterling is accepted by all but a few Americans as 
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an essential supporting girder in the whole superstructure of inter- 
national finance. Next to the dollar, the pound is the currency with 
which postwar American policy has been most concerned. 

Britain, as the center of the sterling world, has received more post- 
war dollar aid than any other country or monetary area. When seri- 
ous financial problems have confronted Britain, as they have on several 
occasions since the war, they have become the subject of urgent dis- 
cussion at the highest levels between Britain and the United States, 
and sometimes Canada. 

A sound and strong international status for sterling is a continuing 
concern of the many United States businesses which sell products 
and services in the sterling area, and must reach with their sterling 
customers some sort of understanding about how far sterling rather 
than dollars should be accepted in payment, and how far the subse- 
quent restrictions on their use of these sterling receipts should go. 

For firms with large volumes of business in the sterling world, this 
problem of reestablishing a satisfactory relationship between sterling 
and dollars has persisted throughout the postwar period. It is a 
major preoccupation of, to mention a few, the oil industry, the motion- 
picture industry, international airlines, automobile exporters, drug 
houses, dealers in electrical equipment, and makers of soft drinks. 

Opinions about the meaning of sterling in world finance are many 
and conflicting. This is not surprising. Sterling, though the na- 
tional money of a country less than a third the size of the United 
States in population and much less than that in production, is used 
as widely internationally as it is in the United Kingdom. 

Britons claim that half of the international exchange in goods and 
services of about $100 billion a year is financed in sterling. 

Sterling is the exclusive basis for the issue of currency in some 
countries and is their only, or, at least, main international reserve. 
In many other countries it is one of the major props of local cur- 
rency issues and of the various governments’ international credit rat- 
ing. There is no part of the world of international trade to which 
sterling is not important in one way or another. It is of interest to 
importers, exporters, domestic producers, national treasuries, inter- 
national policymakers, international organizations, and, of course. to 
students of world finance. 

Nature of the sterling area: The sterling area includes a wide assort- 
ment of people, and a very large number of people, four times as 
numerous as the people of the United States, more varied in race, 
religion, and customs. 

In trying to deal with the whole area we have to face the complexity 
of its makeup, and in making the picture it is necessary frequent] 
to sacrifice the sharpness of a narrow focus for the sake of the breadth 
of wide-angle vision. It cannot be assumed that the behavior of this 
broad association of human beings is exclusively or even primarily 
economic. 

_ The question of whether their behavior results in the most produc- 
tive use of their material resources is relevant to only one aspect of 
their association. Analysis of the financial and, more broadly, the 
economic activities of the area is important, but it illustrates only a 
part of their reason for hanging together. . 
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The broadest problem is whether the continued existence of the 
sterling area is on balance good or bad for the members, for the United 
States, and for the world in general. 

Sterling-area members include both dependent territories and inde- 
pendent countries. Thesterling area includes some countries not asso- 
ciated with the Commonwealth, since political and economic coopera- 
tion is closer among Commonwealth members of the sterling area, the 
term “Commonwealth sterling area” has recently come into use when 
there is occasion to distinguish countries which belong to both. 

All the Commonwealth countries except Canada belong to the area. 
A satisfactory short definition of the Commonwealth is not possible, 
but I take it to mean basically the informal political association be- 
tween Britain, Britain’s dependencies, and former dependencies which 
have achieved independence as dominions; in short, the British Em- 
pire, with independence permitted. 

The Commonwealth reflects the political aspects of Britain’s closest 
international associations and most direct influence, as the sterling 
area reflects the commercial and financial aspects, even though there 
are slight differences in the geographic areas covered by the two types 
of association. 

Sterling was and still is a uniquely international currency. A very 
substantial proportion of the existing supply of sterling is held by 
people living outside the United Kingdom. 

To state an exact proportion would involve a very arduous series 
of definitions. But whether the supply of sterling is considered as 
the total obligations of the British Treasury or merely as that part 
of the obligations which conceivably would have to be met in some 
fashion on the demand of the holder at any moment, it would still be 
true that people living outside the United Kingdom have a large claim 
against the British Treasury, larger by far than the comparable pro- 
portion in the case of the United States. 

Most of these outside holders of sterling live in the dependent and 
independent countries of the Commonwealth of Nations. For the 
most part, their local currencies are bound to sterling by very close ties. 

Ordinarily, financial relations between any pair of nations in the 
world involve the periodic settlement on accounts in something other 
than the currency of either one. 

Not so with the sterling world. The dollar, of course, is a notable 
example. The members have a mutual line of credit with one another 
through the linkage of their credit structures. The line of credit is 
not unlimited, but the limits are flexible and large. 

The general effect of this lack of defined limits of credits is to 
create an international monetary area with some important character- 
istics of a national monetary area. The area has centralized reserves, 
more or less automatically related credit structures, and more or less 
coordinated policies for handling balance-of-payments problems and 
for accommodating economic development. 

The area lacks, however, a very vital characteristic of a national 
monetary system: centralized political authority coextensive with the 
monetary area, This division of political authority invites differences 
in policy which are the familiar accompaniments of independence. 

Since the time of sterling’s peak influence, in the late 19th century, 
the political and economic orientation of Britain has been altered by 
important changes in the contours of market structures in the rest of 
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the world. Although trade among nations has continued to grow, 
domestic markets predomini ute in size and importance. 

The international market for goods and services now involves 
annual transactions of about $100 billion, but transactions within the 
United States market alone are now estimated at over $400 billion. 

The shift from an extranational to an intranational market has 
occurred, though to a far less striking degree, in the case of Britain, 
too; the domestic market for British producers now is about three 
times as large as their international market. 

The emergence of large national markets and large national powers 
has entailed major changes in Britain’s position. The major trading 
uations, without exception, find that priority in policy must be given 
to their national markets. Policy is foe used on the problems of eco- 
nomic expansion and the maintenance of employment, which is far 
from identical with a focus on the smooth operation of international 
markets and stability in the balance of payments of a nation with 
the rest of the world. 

Beyond this general shift in the world’s market contours, the emer- 
gence of the U nited States as the biggest trader in international mar- 
kets has brought about an important change. 

The United States’ interest in foreign trade is peripheral. Though 
the United States is very important to other countries as a supplier 
and buyer of goods and services, other countries are only moderately 
important to the United States in comparison with its national market. 

The significance of this fact for international finance is that the 
dominance in the international market of a nation whose basic eco- 
nomic orientation is inward has impeded the development of an inter- 
national credit structure suitable to meet the fluctuations of inter- 
national trade. 

Since the peak days of Britain’s influence and sterling’s free regime 
in a world far less developed economically than Britain itself, the 
trend has been toward the consolidation of sterling regionality in a 
historical sense. The region has scattered and shifting geographical 
contours, and scattered and shifting relations with outsiders. 

This trend toward regionality has not reflected a deliberate belief 
on the part of the British in the monetary virtue of a regional system, 
but rather, an understandable effort to resist the shrinkage of ster- 
ling’s once worldwide scope. In short, the trend has been a defen- 
sive one against the disintegration of the international position of 
sterling, rather than an intentional effort to construct a less than 
worldwide monetary region. 

For all that, a sterling region has developed, characterized by dis- 
tinctively regional methods of handling transactions both inside and 
outside the region. 

Official sterling regulations distinguish three broad classes of ster- 
ling holders; the differences lie in the purposes for which each class 
of holders can use its sterling. The first, and inner, group is the 
sterling area. 

As a rule, members of the area place almost no restrictions other 
than tariffs on their trade with one another, and very few on capital 
movements among themselves. It is not quite clear who in effect owns 
the gold and dollar reserves of the area. They are centralized in Lon- 
don, and legally form part of the United Kingdom’s exchange equal- 





1388 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


ization account. But sterling area countries consider these reserves 
as automatically available for their use on the basis of rules mutually 
agreed upon. 

As a counterpart to this mutual access to reserves, they keep their 
international spending policies on roughly similar lines in the entire 
range of transactions which might involve pressure on these reserves. 

They also base their own currencies primarily or entirely on a 
variety of sterling obligations issued by the British Treasury. 

Next in order of the relative freedom with which their sterling can 
be used are the transferable account countries. 

These countries, which include all countries outside the sterling 
and dollar areas, can use their sterling with a high degree of freedom 
for both current and capital transactions with the sterling area and 
with one another. They have, however, no access to the foreign- 
exchange reserves in London. 

This difference from the facilities available to sterling area mem- 
bers has declined continuously as free-sterling markets outside the 
sterling area have been first tolerated, then encouraged, and ultimately 
even supported by the United Kingdom. 

For instance, the recent reserve drain in Britain is probably largely 
due to the use of funds to support transferable sterling in the New 
York market. 

Finally, there are the dollar countries, who enjoy complete access 
to the foreign-exchange reserves of London for conversion of all of 
their current earnings of sterling and to a considerable degree for 
the sterling they hold on capital account. 

Repatriation is permitted for all direct investment and appreciation 
of investment made after 1949. But private firms may agree to ac- 
cumulate sterling or use it in the iadtiner area, as the oil and movie 
companies have done. In selling their goods and services, however, 
the dollar countries enjoy only limited access to sterling markets. 

Since, under these rules, all sterling earned by dollar countries con- 
stitutes a potential direct call on reserves, sterling rules limit the 
ability to enlarge these earnings through import quotas and exchange 
controls imposed more stringently against dollar expenditures than 
against other expenditures. 


WEAKNESSES AND STRENGTHS OF THE STERLING SYSTEM 


The weaknesses of the sterling area: The chief weaknesses, or con- 
tinuing problems, of the sterling area shown by the postwar experience 
seem to me to be the following: 

1. There has been a tendency, particularly in the first 6 postwar 
years, to underestimate the relationship between internal and external 
financial balance. It was no doubt natural enough that after the bitter 
privation of war years people would want to spend the funds they had 
accumulated in the form of liquid war savings, and would look to 
foreign help to permit a little loosening of the belt. gee ae ail 

Some years from now, it may be the judgment of economic historians 
that the postwar crises in the balance of payments were very slight 
readjustments when compared with the magnitudes of war finance. 

3ut it was an awkward way of running things. Britain scarcely knew 
from one day to the next how the grocery bill for imported food could 
be paid. 
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An island which had commanded the admiration of the Western 
World in its thorough commitment of resources, human and material, 
in defense of democratic principles, had lots of money, treasury 
promises, but, for the time being, not much in the way of production 
to satisfy the monetary claims. As a temporizing measure direct con- 
trols were applied to imports, to domestic consumption, to travel 
abroad, to the purposes for which banks would be permitted to cash 
the checks drawn against them. 

These controls were in the nature of an emergency levee against a 
continuing flood of money. They did not by themselves create the 
conditions for continuing balance. 

2. The second weakness has been a tendency to overestimate the 
speed and effectiveness of direct controls as a means of reestablishing 
balance in external accounts. 

A system which depends for balance on the tightening of import 
controls necessarily is subject to the delay leading up to the adminis- 
trative decision that a cut is necessary, and then the subsequent delay 
before the decision brings about an actual cut in expenditures. The 
total delay is usually estimated at 3 or 4 months. In a period of heavy 
reserve drain, this delay is likely to be enough to weaken foreign con- 
fidence in the currency. 

Direct controls operate very slowly. They can be undertaken only 
when there is wide political suport, which means an initial delay and 
then a 8- or 4-month delay before they operate properly. 

3. A third weakness has been the low state of the system’s reserves 
available for settling deficits with the nonsterling world. 

Fundamentally, the purpose of internationally usable reserves in 
any monetary system is to assure that commitments to the rest of the 
world can be promptly covered, or, in short, to keep the system liquid. 
Ironically, the policy of limiting the scope of conversion of sterling 
into gold and dollars through the maintenance of direct controls has 
increased the need for large reserves. This is because a system which 
depends on administrative review of spending and paying rates is 
subject to delays before the two rates are made to jibe. Meanwhile, 
the only means of tiding over current deficits is to use reserves. 

Since 1951, the major objectives of financial policy has been a more 
flexible and sensitive system in which small and prompt adjustments 
of deficits can be made more comfortably than large and delayed 
ones. 


4. There has been a heavy dependence on resources outside the 


) system for emergency difficulties, general development, and defense. 


| The availability of such resources from the United States and Canada 


) constitutes a practical testimonial to the importance of the sterling 


system to the Western World in general. 
But the fact that help on such a large scale was needed—it amounted 


; to almost the total sterling debts Britain accumulated during the 
| War—suggests that the sterling financial system remained far short 


of independent operation. 
5. This extent to which the postwar operation of the sterling area 


| has depended on the contribution of the dependent overseas territories 


isa potential weakness of considerable importance. 
Tam thinking here of the high earnings in Malaya and in east Africa 


which have actually been invested in London. 
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The DOT’s have run a trade surplus, supplied many of the area’s 
dollars, and, in effect, financed much of the United Kingdom’s invest- 
ment in the independent sterling area. But as economic development 
in the DOT’s proceeds, their imports will increase. Even if the prices 
of their raw-material exports remain favorable, the DOT’s are likely 

to reduce their relative contribution to the dollar pool. 

As they become independent, the DOT’s may well come to behave 
more like the ISA in the postwar years. W hether the problems that 
result will be serious remains to be seen. There is certainly the possi- 
bility that their development will require further adjustments in the 
area and an alteration in methods of operation. 

Finally, the system has from time to time exhibited a worrisome 
lack of coordination. Financial policies of the members have not 
been dovetailed. 

If one member spends more than it earns on imports, the usual case 
has been that a number of other members are doing the same thing. 
External deficits in general and dollar deficits in particular have tended 
to be cumulative rather than offsetting, so that the counterbalances 
on which a credit system must depend have not come into effect. In 
their absence, difficulties have been met by tardy conferences to deal 
with emergencies. 

A regional system, whether international like the sterling system 
or national like the Federal Reserve System, requires either automatic, 
or at least speedy, methods of coordination. 

In shying away from formal methods, the sterling countries de- 
veloped methods of coordination designed to reduce their difficulties 
with one another and their difficulties as a group in transactions with 
the rest of the world. 

The American case against the sterling area: 

Before turning to the pleasanter task of listing some of the strengths 
of the sterling system, there should be a statement of the objections 
which American critics have made to the way the sterling system has 
operated in the postwar period. Often the case has been overstated, 
and concentration on the criticisms does not reflect the importance 
which United States opinion assigns to the efforts of sterling countries 
to operate a sound international currency. 

In approaching the capsulated form of the argument immediately 
below, it should be remembered that neither official nor unofficial opin- 
ion in America has been agreed on what sort of sterling policy was est 
suited to the interests of sterling area members and the rest of the 
world. Nor has it been agreed at all times how far the United States 
should go in urging sterling countries, and particularly Britain in its 
key role, to make major changes i in international financial policy. 

While the prevalent view has probably been that the ating sys- 
tem should move toward convertibility and the elimination of dis 
crimination, there has been no serious disposition to use American in- 
fluence to damage or break up the sterling-area mechanisms. 

There has probably been a general belief that until Britain is ready 
to take its ol ace in a multilateral system, the sterling area, with its 
imperfections from the point of view of most Americans, i is preferable 
to the likely alternatives. Reinforcing this last view has been the 
opinion that support for the sterling area is warranted because it is in 
many respects a source of strength for Britain and a factor of political 
and economic cohesion and integrity in the free world. 
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I think this can be summarized very rapidly by saying that the 
usual American objections to sterling-area operations lies in the quan- 
titative restrictions which are consolidated throughout the area, im- 

peding the movement of United States goods. 

However one analyzes the course of American opinion, postwar 
United States policy certainly has proceeded pretty much along these 
lines. Apart from doubts as to how much change in British “polie y 
would be desirable, there was, and is, the serious question as to how 
much money the United States would have to be prepared to stake 
to help the sterling area undertake major changes. 

The Anglo-American financial agreement embodied a major and 
formal effort to redesign sterling policy in international transactions. 
It failed of its particular objectives in financial policy, although 
many, including the present writer, would count it a success in the 
more basic sense of bringing resources from an area from which they 
could be spared to an area in which they were badly needed. 

During the war it was widely agreed on both sides of the Atlantic 
that postwar international money “markets should not be allowed to 
fall into the chaotic circumstances of the twenties and thirties. The 
character of the order that was hoped to be introduced into the chaos 
is broadly set forth in the articles of agreement of the International 
Monetary Fund. 

Instead of “exporting unemployment” through “competitive depre- 
ciation of currencies,” in the familiar phrases of the day, countries 
subseribing to the fund would agree on solid rates of exchange for 
their currencies, and would maintain them within close margins by 
the use of reserves or by such other measures as might be needed. 

The joining nations also looked to an ever-increasing freedom in 
commercial policy. This was thought of as an international attitude 
of making trade between nations easier. As financial and commercial 
barriers to international trade would be withdrawn, trade would 
grow, production would grow, the stability of recognized rules would 
be reflected in a more stable commerce, and all nations would gain 
from recognizing that the prosperity, or adversity, of one affects all 
the others. 

The two broadest American criticisms of postwar sterling oper- 
ations have turned on inconvertibility and discrimination. 
problems are closely related. 

Sterling has remained inconvertible into dollars except on such 
terms as sterling monetary authorities decide from time to time are 
appropriate. In deciding what terms are appropriate, the author- 
ities consider the nature of the purpose for which a holder of sterling 
is asking to exchange it for dollars and they consider where the person 
lives. 

Crities argue that this governmental control over exchange trans- 
actions and imports in general has obviously led to the establishment 
of priorities which are at odds with the economic gains possible under 
a free-market system. 

More specifically, it is argued that the priorities have worked to 
the serious disadvantage of “American producers by excluding them 
arbitrarily from lines of commerce in which they have a genuine com- 
petitive advantage over their preferred rivals. 

From the standpoint of American traders, the most familiar 
instances of how sterling-area discrimination hurts them are in the 
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low priority. 

For instance, most Australian consumers consider American cars 
as lower priced and better adapted to the reads and spaces of the 
country than cars obtainable from Britain or elsewhere in the sterling 
area. 

Before the war import policies were freer and American cars pre- 
dominated in the Australian market. Since the war they have been 
virtually excluded in accordance with the standard sterling-area prin- 
ciple that scarce dollars should be reserved for essentials and that any 
item obtainable in the area, even though costlier or less suitable or 
subject to delivery delays, could not be regarded as essential. 

Similarly with refrigerators, laundry conveniences, radios, kitchen 
gadgets, and the long list of cheaply priced, mass-produced articles 
with which the American standard of living is identified all over the 
world. 

Another cause for familiar protests from the western side of the 
Atlantic has been the barriers erected in the sterling area against 
transferring funds previously invested, earned, or inherited there. 
The use of scarce dollars to permit such transfers has been regarded 
in the area as far less important than, say, the furthering of new 
trade and investment. 

Since the United States imposed no comparable barrier to the 
transfer of funds or to the importation of goods from the sterling 
area, these discriminations against the dollar area had the appear- 
ance in the dollar world of being obviously flagrant abuses of prin- 
ciples of reciprocity. 

But beyond the private commercial and financial difficulties which 
Americans could and did point to, there have been broadly based 
criticisms of sterling-area practices as detrimental to the development 
of a multilateral and free system of world finance. 

Countries of the Western World are agreed that ideally the freest 
possible foreign exchange and trade policies by the international com- 
munity would best suit the long-term interests of all countries partici- 
pating in it. This proposition, though demonstrably true only in the 
context of numerous and carefully defined assumptions, has a kind of 
offhand appeal when it is set against its opposite. No one would 
argue with much heart that the greatest possible restriction of inter- 
national exchange and trade policies naa do anything but ruin the 
interest of the community’s would-be traders, with serious prejudice to 
the standard of living. 

The United States does not follow as free a trade policy as Britain 
did when it was, as the United States now is, the manufacturing center 
of the world. Britain and its sterling associates do not follow now as 
free a trade policy with nonsterling countries as the United States does. 

The sterling-dollar debate goes on in the course of efforts to appraise 
whose defective degree of freedom of trade is the more important in 
the general international market. There is also the effort to appraise 
who should move first and how far. 

The strengths of the sterling system: As of now the sterling system 
has more strengths than weaknesses. This is implicit in the fact that 
it is still a going concern. But our interest is in the future of sterling, 
and the question is whether its present strong points give promise of 
its continuation in more or less its present form. Like the list of the 
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system’s weaknesses, the following list of strengths is riddled with 
personal judgments. 

What strikes me as a strength might occur to another as a fatal flaw, 
depending heavily on one’s view of a presently workable system of 
world finance. The strengths of the sterling system, as I see them, are: 

1. Production has steadily risen throughout the area and trade 
within the area as well as with the rest of the world has steadily grown. 
This has encouraged members to believe that the regional financial 
arrangements in which they participate are, at the very least, not 
inimical to economic progress. 

Many members have already seen the effects of this economic growth 
translated into improved standards of living. The poorer and more 
populous members have confidence that their plans for economic 
development will shortly be reflected in higher living standards. Their 
confidence is an element of strength in the sterling area, even though 
there are grave reasons to doubt that it is warranted. 

In any case their large sterling holdings constitute a heavy com- 
mitment to the affairs of the area; they would scarcely choose to 
leave a “bank” in which they have so large a deposit. 

It is hard to read collapse in an area which is expanding far more 
rapidly than the United States. If the goods are there, the problem 
is a technical one of finance. 

2. A second factor of strength is in the complementarity of the 
members’ economies. The degree of complementarity is not demon- 
strable and has, in fact, been the cause of heated controversy. 

The simple complementarity implicit in an association which brings 
together a specialized center of manufacturing and a series of raw- 
material producing areas has been dwindling for some time. As the 
less developed raw-material areas become economically more mature, 
this simple complementarity is bound to weaken even more. But this 
evolutionary course does not mean that sterling associates will fail to 
complement one another in a less simple way. 

For example, a very large portion of world trade, perhaps three- 
fourths, according to United Nations studies, is accounted for by less 
than a dozen large manufacturing countries. 

In the complicated matrix of world trade there seems to be little 

reason to suppose that trade must be only between the developed 
economies and the undeveloped ones, or only between manufacturing 
centers and raw-material producers, or only between the rich and 
the poor. 
_ As earlier periods have shown, the sterling area has also had a 
financial complementarity in the availability of gold and dollar sur- 
pluses of some members to offset the deficits of others, giving at least 
a temporary practicability to the operation of the area’s current ac- 
counts with the rest of the world. 

}. The force of a habit of association is probably the most important 
strength of the sterling area. For most members, the habit has been 
friendlier than an institution, more like a club, or, from the stand- 
point of finance, home. Members may quarrel with one another; it 
is a privilege of membership. 

For example, Australia, which is seriously dependent on the central 
reserves of gold and dollars, is a formidable advocate of automatic 
convertibility for the area. The Union of South Africa, in the happy 
position of being a gold and dollar contributor, is equally vociferous. 
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Yet both countries are heavily dependent on traditional sources of 
capital to maintain their investment programs and would not lightly 
put aside the access to capita] pee 6 in London, even though not 
originating there. 

Beyond that, the sterling countries are used to conducting their 
trade on the basis of London facilities; banks, brokers, insurance 
houses, shipping, and commercial agents. They are familiar with the 
personalities of their British counterparts, they find the London rates 
favorable compared to New York, and they consider the service good. 

In spite of reserve crises, they feel that they have not been let down 
or exposed to great risks; their stake in sterling has functioned fairly 
well as a buffer in the changes they have experienced in accounts with 
the rest of the world, as well as with one another. Lacking indepen- 
dent credit status in other markets, they are drawn to the sterling 
markets they know. 

4. Often in the nonsterling world it is argued that the very infor- 
mality of sterling arrangements is a weakness of the association. 
From a financial standpoint, relatively little is spelled out. There are 
no articles of agreement to specify the obligations of the members. 
They do not have to get legal experts out to interpret the exact mean- 
ing of a phrase and argue over it. Taine 

The tendency in their conferences is to sit down and say, “This is a 
problem, how shall we meet it,” and agree upon a means. It has not the 
force of law but it controls their action. 

But the members regard this informality as a strength, and make a 
clear point of it to visitors from outside. Potentially it may be a 
weakness, true. Who knows exactly what is supposed to be done in a 
given set of circumstances? 

The members argue, rightly I am persuaded, that in continually 
unpredictable circumstances it is better to get together and work out 
the answers than to have tailormade solutions originally designed for 
earlier problems but without much style for present ones. This loose- 
ness of organization is not always a point of strength at a given 
moment, but over the longer haul, it gives members a sense of room in 
which to knock around rather than be cramped. Regionally restricted 
though the area is, its members are not claustrophobes. 

5. Finally, and closely related to foregoing points of strength, is 
the notion of members that they belong together. One member’s rea- 
sons for this feeling differ greatly from another’s. 

A partial rationale is that many members have sterling to spend 
and therefore must abide by the rules; others have dollars to gain 
from the operation of the dollar pool. These are immediate and pow- 
erful reasons for some members. 

If one has large holdings of sterling which can be spent on better 
terms if one remains in the club, then remain; if one can get more dol- 
lars as a member, then continue to pay the dues. But these reasons 
of immediate financial gain do not adequately account for the re- 
luctance of members to leave the club. Egypt left, and was still able 
to get as favorable terms for spending its large sterling holdings as 
those who remained in. 

As for access to the area’s dollars, we have seen the growing amount 
made available to nonmembers, particularly through the European 
Payments Union. It may be that the stronger rationale for hanging 
together is that, though the channels are not specified in advance, one 
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member of the sterling area can expect help from the others. That 
makes his position special. 

The role of the United Kingdom: The United Kingdom is the cen- 
ter of the sterling system. That makes its position special. As the 
center of the sterling system, Britain and its economy necessarily 
have special importance. It is not just another part of the system; 
it is the heart of it. 

Historically, Britain created sterling as its national currency and 
has supervised its international uses. The centrality of the United 
Kingdom in the sterling system turns on the fact that the pound ster- 
ling is first and foremost the national currency of Britain. 

Other sterling countries base their national currencies on sterling 
in a number of ways, but sterling itself is based only on the solvency 
and reliability of the British Treasury. 

The fact that sterling has wide international uses reflects the belief 
of foreigners that it serves and will serve conveniently in making inter- 
national payments. In the case of countries which are members of the 
sterling area, it reflects the further belief that their currencies will 
gain strength and stability from being based completely or partially 
on sterling. These beliefs are held in ) differing degrees by both ster- 
ling and nonserling countries. 

Obviously, once a country*is deeply committed to sterling as a re- 
sult of accumulating substantial amounts of it, the strength of its ster- 
ling habit may be a more powerful determinant of its monetary policy 
than the strength of its belief in sterling’s convenience and solidity. 
The conceivable losses, uncertainties, and inconveniences of breaking 
an established sterling tie prevent sterling countries from doing so 
lightly. 

As the center of the sterling system, Britain and its economy neces- 
sarily have special importance. It is not just another part, albeit a 
large part, of the sterling system. It is the part with the most criti- 
cal bearing on the strength of sterling. The monetary authorities of 
Britain alone can determine how much sterling shall come into exist- 
ence and how much sterling may be used. 

As the sterling area has broadened, some have said weakened, with 
age, British authorities have had to make their policy decisions with 
the interest of other countries very much in mind, and the trend has 
been toward increased consultation with sterling associates before 
making important decisions. 

For example, when the last war was imminent, officials of the cen- 
tral banks of the Commonwealth met to plan jointly the financial 
—— which the outbreak of the war would require. Nonetheless, 

he fact remains that.sterling is the national currency of the United 
Kin gdom and the administration of this currency is a function of 
Britain’s national sovereignty. Later we will want to consider some 
of the ways in which Britain, in the exercise of this sovereign func- 
ti ion, finds itself confronted with what is, or appears to it to be, a con- 

tof interests between its national monetary interest and the interest, 
facta ularly in sterling area countries, of other countries hol ding 
Ste rling. r 

Sterling grew gradually from a national currency to become the 
currency ‘of an international and basic: ally maritime market which 
om itain organized, supervised, and dominated. Britain’s dominance, 

based on the extraordinary productive advantages arising from its 
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early lead in agricultural and industrial techniques, was promoted by 
naval power. senate ae 

Britain’s increasing difficulties in this century in maintaining the 
international stability of sterling have not been primarily the result 
of any absolute decline of Britain’s economic power, although war 
losses twice in this century have certainly entailed temporary setbacks 
of large order, but rather, the result of the relative decline of British 
economic power in comparison with gigantic consolidated domestic 
markets, especially in the United States. 

The effect of this change has been to establish the sterling system, 
still growing though it is, as merely one of several monetary areas. 
Its main traits, coordinated exchange controls and quantitative restric- 
tions on imports from various parts of the world, bloomed as a matter 
of war necessity. After the war, and even after war losses had been 
made good and production had reached unprecedented heights, the 
controls were continued because of the apparent convenience of han- 
dling the region’s problems by such means and to an important degree 
in fear of new international instabilities. 

The region has behaved like a region for the good reason that it 
considers itself to be a region. 

The population of the United Kingdom is about 50 million; these 
people produce about 18 billion pounds of goods and services a year. 
Similar figures for other sterling countries are full of gaps, and inso- 
far as they exist their comparability to British figures is not clear. 
But roughly, the United Kingdom seems to have about a twelfth of 
the area’s population and it accounts for something like half of the 
area’s production. 

Per capita production in Britain is about 350 pounds, $1,000, com- 
pared to about $2,400 in the United States. 

The future of sterling: To inquire into the future of sterling in- 
volves speculation about the future shape of the United Kingdom, 
of the sterling area, and of the structure of international finance. 
The more precise the lines of inquiry become, the less certain are the 
answers; the more the lines of inquiry are broadened, the less meaning- 
ful the answers. 

Much of what remains to be said here is speculation based on the 
hints afforded by past operations and by statements of intention made 
by our contemporaries in the sterling world. 

My view is that the sterling area is basically viable and not inimical 
to the valid hopes of the United States for a free system of interna- 
tional trade and finance. This speculation cannot be proved, nor 
could a contrary one. 

Judged by the record of action, the policy of the United States has 
been to give heavy support to the system even while criticizing its 
regionality and restrictiveness. 

The tendency of the sharper critics, who for the most part have 
accepted the need to support the system, has been to exaggerate the 
deepness of postwar difficulties and to minimize the extent to which 
restrictive sterling practices have been the least risky response to 
a world trade that has grown far more rapidly than have orderly 
means of financing it. 

For instance, there are no international banking arrangements that 
can do what the Federal Reserve System does in the United States 
to promote the stability and growth of the internal trade of a given 





CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 147 


nation or area. This is not surprising; “international” implies a di- 
vided house, just as “national” implies a united one. And there is no 
united view about the future of sterling. 

Of the various views on the future oF sterling, there are two extremes, 
one a theory of decline and fall, the other a theory of rebirth. Both 
are worth noting. The theory of decline is that the United Kingdom 
is a dwindling star in the constellation of world power, as the British 
sun sets in the world of the West, so, too, must sterling’s. 

The theory of rebirth is that Britain has had to concentrate on two 
major wars in recent years and that the financial effect of discom- 
moding sterling in world markets is temporary. Both theories can 
be argued with a wealth of facts. In my judgment, neither view is 
fully plausible. 

The uestion before the sterling countries is whether any, most, or 
all of them prefer to face their payment problems with each other 
and with the nonsterling world on an individual basis rather than on 
a group basis. If enough members should vote for independent orien- 
tation, that would be the end of a regional sterling system, because 
sterling would no longer be regarded as acceptable in final payment 
even among former colleagues of the system. 

The important change from the standpoint of the operating prac- 
tice of import controls would be in the abandonment of regional con- 
cert, not in the abandonment of quantitative restrictions which might 
and probably would be even more intensively applied by at least some 
of the divorcees from the system. 

There is no apparent reason why relations between regional group- 
ings of countries should not develop along the lines of the American 
philosophy of stable exchange rates. Theoretically the possibilities 
should be no different between regions than between countries; a na- 
tional market area may be more arbitrary than a regional one. 

However, with the tremendous national expansion of the markets 
of big countries—the United States market, for example, is about 
four times the size of the entire market of the sterling area—world 
trade has come to be dominated by big national markets. 

With the tremendous expansion of the markets of big countries and 
of their trade together, the problem of international credit has been 
aggravated, probably to the extent of becoming a new problem and 
one to be distinguished from the problem of restoring systematic 
monetary relations which in earlier days were worked out for a much 
smaller volume of trade. 

The complex of sterling has never been, and cannot be, more than 
the financial reflection of Britain’s power in the world. Before this 
power is discounted, politically or economically, people who live in 
the United States must ask themselves two searching questions. 

First, is the dollar, which is now prized as the international cur- 
— par excellence, really on a basis that makes it internationally 
usable ? 

The second is primarily a political question : Does the United States, 
with its overwhelming internal market, intend, at some possible cost 
to itself in short-run terms, to provide the credit basis for world com- 
merce which it alone is now in a position to provide, whether through 
international institutions or through its own money market? 7 

Neither a collapse of the sterling area by means of complete non- 
resident convertibility, nor a reappearance of sterling as again the 
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international money of the world, seems likely. Collapse of a cur- 
rency is hard to imagine in the case of an orderly and economically 
growing area. Restoration of international financial primacy for the 
currency of a nation no longer wielding primary economic power is 
equally hard to imagine. 

Britain’s economy is strong, and it is growing, but in relation to 
the world economy it is no longer large enough to spare from its own 
consumption sufficient output to form the real basis for meeting the 
calls which world traders, in their greatly enlarged market, must 
make from time to time. 

But there is no reason that it should not meet the calls of more 
closely defined region. Between financial decline and rebirth, there 
is the intermediate position of regionality. That is the position of 
sterling now. 

Major international financial markets have not been geared to the 
needs of world trade. The international credit output of the United 
States—apart from Government aid—is probably the most striking 
example of the present dearth of credit. 

With by far the largest financial market in the world, it provides 
directly only a small fraction of the financing required for inter- 
national trade. 

Almost the same comment would be true of London, although Lon- 
don has traditionally been oriented to an international market. Since 
the war London’s credit facilities have not notably expanded. The 
sterling holdings of all countries, at the end of 1945, were 3.7 billion 
pounds; at the end of 1955 the figure was 3.8 billion pounds. Balances 
have changed hands, of course, and credit flowed in and out, but the 
ceiling was rather low. And there has been no appreciable addition 
to the funds available. 

It seems clear that the volume of world trade has grown far beyond 
the amount which the United Kingdom and its sterling associates 
could finance at the present level of their economic development. 
World trade is a little larger than the entire production of the sterling 
area. 

It also seems clear that the United States, whose own production 
is about four times the size of world trade must remain far more 
preoccupied with domestic finance than with international finance. 

The conclusion seems to be that Britain, though pervasively impli- 
cated in world trade both in fact and in tradition, is not in a position 
to provide for more than a sector of its finance, and that the United 
States, though financially capable of it, understandably concentrates 
on the concerns of its own huge domestic market. 

Most students of international finance regard the sterling-dollar 
relationship as the central problem. Throughout this century it has 
dominated the thinking of the Western World on matters of inter- 
national finance. 

More specifically, it has dominated official and scholarly thinking 
in the United States as to what would be the most satisfactory struc- 
ture of world financial relations. 

The unprecedented international negotiations which culminated in 
the Bretton Woods agreements turned on this relationship, and the 
crucial question in congressional debates, involving a United States 
decision to put several billion dollars into this untried enterprise, 
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was Whether it would bring about a livable and productive relationship 
between dollars and sterling. 

Some of the most astute scholars and politicians felt at fhe time 
that the fundamental importance of the sterling-dollar problem had 
to be faced directly and solved before the broader structure aimed 
at in the fund arrangement could succeed. 

The entire program of United States aid to the war-torn allies, in 
its financial aspects, was focused on this problem. The loan to Britain, 
which preceded the Marshal plan, showed the priority of the dollar- 
sterling problem in American policy. 

In the arrangements which the United States sponsored for Euro- 
pean economic ‘unity a central and recurrent question was the role of 
sterling. Sterling has been the major worry of the American busi- 
nesses, both large and small, operating abroad, since the war, and 
most of the larger ones have on their staffs financial experts to advise 
them on the state of sterling-dollar relationships. 

The immediate basis for this interest of the dollar world in the 
sterling world is the importance of the commerce between them, but 
the underlying basis is more complex and involves not only these 
important ‘commercial interests, but also the political, social, and 

cultural aspects of a very large part of the world. 

The fact that sterling can be exchanged into dollars only in ac- 
cordance with the discretionary reculations of sterling area govern- 
ments has, in the postwar period, underlined the importance of the 
financial facet. 

But it still is only one facet of the deeper relationship between the 
dollar and sterling worlds. And these worlds embrace a large part 
of the people living on this planet. 

Gentlemen, I think I can summarize this by saying that of the 
extreme views of sterling’s future, one extreme is that Britain is going 
to collapse. 

A more pessimistic view is that the whole West is going to collapse. 
This, to me, is very hard to see when its economy is expanding at a 
rate slightly higher than that of our own. 

The other view is that sterling again will become the completely in- 
ternational currency that it was in the 19th century. 

I personally cannot see a nation whose gross product is about $50 
billion supporting the very wide fluctuations which occur in expand- 
‘ng international operations. 

As I see it, the inbetween point for the time being at least is the 
maintenance of regional system operating on quantitative restric- 
tions, or coordinated tariffs. 

[ would like to close on this note. I think it is important to remem- 
ber as we get pushed around in vartous parts of the world that this 
is a fairly “cohesive group of 600 million people friendly to us, scat- 
tered all over the world, and perhaps our last chance to maintain a 
good allied footing. This is a political note to close on, but I believe 
that financial policy and economic policy must be married to the po- 
litical fact. 

Thank you, sir. 

Mr. Boges. Thank you very much, Mr. Polk. 

Mr. Harrison, do you have any questions? 
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Mr. Harrison. What is the issue here? You have discussed this as 
if you would defend the sterling area from some assault. What is 
the issue involved ? 

Mr. Po xx. Sir, in discussing with your staff, I thought the most 
I could do, since my study had been a study of policy, was to try to 
outline some of the factors that seemed to be important as background 
for your own questioning on the spot. 

I do not think there is a single issue. I believe that the issues are 
very complicated ; that you will get a far better sense of it when you 
find the Belgians believing one thing about sterling, the British be- 
lieving another, and the Germans believing another. 

I think it would oversimplify, and I am just not capable of stating 
a single issue. 

Mr. Bocas. Mr. Morrison, do you have any questions? 

Mr. Morrison. Mr. Polk, is it possible to make any appraisal of the 
discrimination against United States export trade that result from 
this sterling system as it is apparently operated ? 

Mr. Potx. Yes,sir. The present policy, as I understand it, through- 
out the sterling area is not to permit the importation of goods from 
dollar sources if similar goods are available from nondollar sources. 

This is their concept of “inessential” dollar goods. 

The wide range of United States products affected is largely dur- 
able consumer goods. This puts us in a very hard position, natural- 


ly 


I use an example in my paper of American automobiles in Aus- 
tralia. Our cars are bigger, higher powered, more suitable to the 
Australian economy. 


American cars were in the Australian market before the war. They 


were regarded as inessential after the war. This, naturally, hurts our 
trade. 

The theory of it from a sterling area point of view is that. if scarce 
dollars are used to purchase American cars, then they cannot, for exam- 
ple, be used to purchase machinery needed for development. 

Mr. Morrison. Would it be proper to regard this as a sort of dis- 
guised overevaluation of sterling currency ? 

Mr. Pork. It has been so described, Mr. Morrison. I, myself. 
would not. I think it is too simple a picture. Maybe I take too com- 
plicated an approach to see the simple truth. It is very hard to com- 
pare one currency to another. 

We felt strongly here in the United States in 1949 that sterling at 
the rate of $4.03 certainly was not an appropriate relationship be- 
tween the United Kingdoms balance of payments and our own. 

Inflation seemed to us to be the cause. Sterling is now $2.80 as you 
know, and even free-market sterling is maintained very close to that 
rate. 

Certain elements of inflation, as I read the picture, have appeared 
in the United Kingdom. It is interesting in their latest national ac- 
counts that the purchases of automobiles and household appliances 
have gone up rapidly. People are liquidating assets that they have 
had. They are hungry for these appliances and vehicles which have 
been largely exported before. 

This is a kind of mild spending spree. Prices have been fairly 
steady. They have raised discount rate. Their discount rate now is 
514 percent. 
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They know the danger. The current budget is fairly stern. Be- 
yond that, sir, I don’t want to ere to knowledge based on on-the- 
n in the United Kingdom, myself, 


spot observation. I have not 
for 2 years. 

Are you going to the United Kingdom there, or anywhere on the 
continent? In Paris, if you are dealing with the people there who 
are well-informed British representatives. 

My own impression is that the situation is not out of hand at all 

> and they are taking action to correct it. 
/ Mr. Morrison. Could you tell me if there is in the sterling mone- 
tary arrangement factors which involve discrimination in favor of 
exports to the United States; that is, in this multiple-currency ar- 
rangement? Are there arrangements whereby dollars earned from 
exports here are converted into sterling on terms that are not con- 
sistent with the exchange rates prevailing among the sterling coun- 
tries ? 

Mr. Porx. You mean, sir, unofficial exchange rates? 

Mr. Morrison. Yes. 

Mr. Poxx. I think not much with sterling area traders themselves. 
I believe that the dollars earned through free-market transactions, and 
I believe that rate is about $2.77 now, redound mainly to the benefit of 
the countries who are neither sterling-area countries nor dollar coun- 
tries. They are the ones that have transferable account sterling and 
can liquidate it readily on the New York market. 

That means they can buy dollar goods at a slight premium and sell 
their exports at a slight discount to dollar countries. 

Mr. Morrison. So the exports to the dollar area, as compared with 
exports to sterling countries and nondollar countries, have to overcome 
some disadvantage. That is, it is easier for British concerns to sell 
in the sterling area than in the dollar area ? 

Mr. Potx. Yes, sir. 

Mr. Morrison. I was wondering how that disadvantage to exports 
to the dollar area is overcome under the arrangement that prevails. 

Mr. Pox. I honestly don’t know; what it really does is increase 
the price of dollar goods slightly. 

Mr. Morrison. I think it is pertinent to what the committee is inter- 
ested in here. 

As you know, there have been allegations that multiple-currency 
arrangements involve subsidization of exports and I was wondering 
if there was any possibility of that contention being made with regard 
to imports from Britain. 

Mr. Potx. I would certainly think that was a possible interpreta- 
tion: yes, sir. I cannot document it, and I regard it as giving exag- 
gerated importance to a very small spread in rates. 

Mr. Boees. Mr. Martin ? 

Mr. E. Martin. Mr. Polk, I must say I was quite surprised when 
vou told us that the production in the sterling area was expanding 
faster than in the United States. 

Mr. Porx. That may have been a slight misstatement. It is true 
for the United Kingdom. I believe it to be true for the area, but I 
have no figures with me to support it. 

[ think most careful statisticians would not approve at all of this 
sort of GNP comparison because what one country regards as produc- 
tion here might not be regarded as production there in another. We 
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might value riding around a city in a boat. That might not appeal 
to various members of the sterling area. 

On the other hand, in an African village when the women walk 
across the areaway to grind their own corn, it probably does not get 
into Nigerian production. 

So what I have done is merely to take figures that the British work 
out for themselves and those that we work out for ourselves. 

In 1948, taking 1953 as the base year, 100 percent; production in the 
United States was 78. 

In Britain it was 83. 

That does not mean that Britain was producing more. 

In 1955 production in the United States stood at 104. That is 4 
percent above 1953. 

In the United Kingdom it stood at 112. 

Mr. E. Martin. What was your base year ? 

Mr. Poi. 1953. 

Mr. E. Martin. That was taken as a hundred ? 

Mr. Pox. Yes, sir. 

In 1956, only the monthly figures for first quarter was available in 
the statistics I had. It stood at 105 in the United States, but for the 
quarter as a whole it probably was closer to 106. 

In Britain, at 116. 

Now, if you take the entire period, 1948 to 1956, I get an increase 
of 36 percent for the United States, the index is 136, and 40 percent in 
the case of Britain. 

Now, I do not think this means literally—and I should have quali- 
fied my statement when I made it—that these figures prove that Bri- 
tish production is expanding faster than ours. I think it does prove 
that there is a solid increase in production in Britain. 

Mr. E. Martin. Mr. Polk, is that table in such form that we could 
have it printed in the record ? 

Mr. Potx. Yes, sir; I can give you all of these. 

Mr. Bocas. Please submit it. 

Without objection, the table will be included in the record. 

Mr. Pork. Yes, sir. 

(The table referred to is as follows :) 
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United States economy compared to United Kingdom 



































{1953 =100] 
Industrial production Employment Exports (volume) 
Year po CL ee) i ee de Oe Se eee | 
United United United United United United 
States Kingdom States Kingdom States Kingdom 
seen: Fes SA) ies i 46 | 75 62 68 53 69 
NO no nie stain eae reins | 78 | 83 &Y 89 105 8&3 
10D cx. eta leeks | 104 | 112 101 106 117 112 
1956—January ..-..........--- 107 116 103 107 126 } 
EN Fi nora canes 107 117 103 107 113 117 
Sts. ccc 105 | 116 103 | 106 119 || 
Imports (volume) Prices (wholesale) Discount rate 
Year wer SEPT SNE ERT E Fe Tee Fa 
United United United United United United 
States Kingdom States Kingdom States Kingdom 
1937 : ; 72 110 46 33 1 2 
1ONR 35 SN ee. de 78 83 95 67 Ils 2 
1955 id aoe 103 113 100 104 216 414 
1956—January -------- 113 1 f 102 ! 109 2% 419 
February - ---- , lll 115 102 | 1 109 22 5le 
pee ee 115 if { 103 1111 214 54 
1 Only cost of living figures available. 
Trends in United Kingdom economy 
New York 
market Reserves Ordinary 
End of | Exchange} transferable | gold and Sterling | Revenues) budget ex- Net National 
year— rate account dollars balance billions) | penditures | (millions debt 
(official) | (dollar price | (billions (billions) (billions) billions) 
of a pound 
sterling) 
0... £5 P RIS oes oh poh: $4.0 £0.9 £1.0| —<£30 £7.0 
948 __ 4. 03 $3. 05 $1.9 13.8 4.2 3.8 +350 25.0 
Sipe scene 2. 80 2. 61 3.3 10. 5 |} 4.2 3.9 | +275 23.7 
LOGS i cienais 2.30 2. 46 | 2.3 10.7 | 4.6 4.8 —153 23.7 
ee sanes 2. 80 2. 7 1.8 9.6 4.6 5.1 | — 504 23.9 
M.. 2nadac | 2. 80 2.78 2.5 10.4 4.9 5.2 — 305 24.5 
a | 2. 80 2.72 2.8 10.9 5.3 5.6 —334 24.8 
1955_...._- 2.80 2.77 12.1 | 10.5 5.4 5.5 —102 26.6 
| 





| 


The figure for August 1956 was $2,300,000,000. 


Source: International Financial Statistics (International Monetary Fund), August 1956. 


Mr. Boaes. Are there any further questions of this witness? 

Thank you very much, Mr. Polk. 

Mr. Potx. Thank you, Mr. Bo 

Mr. Boees. Our next witness is Prof. Warren W. Shearer, of Wabash 
College. 

We are very glad to have you, Mr. Shearer. We understand you 
have just returned from Paris where you served in an economic post 
for the Government in relation to the North Atlantic Treaty Organi- 
zation, the European regional organization. 

We are very glad to have you, and we shall appreciate what in- 


formation you may be able to give the committee with respect to this 
progr am. 
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STATEMENT OF WARREN SHEARER, PROFESSOR, WABASH 
COLLEGE 


Mr. Suearer. Thank you, Mr. Chairman. 

What I have to say today will be based largely on the experience 
you referred to of the last 214 years as Deputy Director of the Office 
of Economic Affairs in the United States Mission to the North At- 
lantic Treaty Organization, and to the Organization for European 
Economic Cooperation, which I will subsequently refer to merely as 
the OEEC. 

The Office of Economic Affairs was primarily responsible for the 
representation of the United States to the OEEC. 

In my capacity as Deputy Director I attended the meetings of 
the Executive Committee and Council, the latter being the decision- 
making body of the Organization, and the place where views of the 
member countries are most fully expressed. 

I think perhaps it would contribute to clarity if I present a brief 
history of the OEEC, the relationship of the United States to it, 
and some of its activities, particularly the current issues before it. 
I hope you will excuse me if at spots [ become a little technical, but 
I am afraid that is necessary. I will be happy to stop for questions 
at any time. 

As you know, the OEEC was formed as a direct result of the offer 
made by former Secretary of State Marshall in 1947 to assist in the 
reconstruction of Europe. One of the principles which the United 
States laid down was that the beneficiaries should agree among them- 
selves on the actual distribution of the funds available, and should 
to the maximum extent possible themselves assist the weaker members 
of the Organization. 

Naturally during the early years the primary task of the OEEC 
was to make recommendations on the allocation of aid and to see that 
assistance was used in a fashion which would contribute most to the 
sound economic reconstruction of the wartorn economies. Switzer- 
land, Sweden, and Ireland, none of whom were net recipients of 
United States help, became members, and you will recall that the 
Russians and their satellites, who were invited to join, refused the 
invitation. 

In a sense, the OEEC thus became the economic organization of the 
free democratic countries of Western Europe—including Greece and 
Turkey—with Spain and Yugoslavia the only nonparticipants. All 
European NATO members are members of the OEEC, and the United 
States and Canada are associate members. 

At the time the Organization was formed all the countries in Europe 
found themselves without adequate monetary reserves and, at the same 
time, forced to purchase many of the requirements of life from the 
United States. This, of course, was the basic justification for the 
entire Marshall plan program. 

They further suffered from the fact that their trade among them- 
selves was hampered by a multitude of both monetary and com- 
mercial restrictions which made necessary purely bilateral trading 
arrangements. Each country was, in effect, trying to balance its 
accounts with each other country and all were trying desperately to 
save on their dollar purchases. 
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Under these conditions, United States aid was certainly essential, 
but as long as these restrictions remained in force it could have been 
nothing but a temporary means of relief and the restoration of a 
sound European economy would have been impossible. 

The members of the OEEC almost immediately began a two- 
pronged attack on the removal of both monetary and commercial 
restrictions on trade among themselves. 

One element of this attack was the creation of the European Pay- 
ments Union in 1950. This is an institution which operates very 
much like a bank clearing house, with the further provision that it 
extends credit to debtor countries in the union—this credit being pro- 
vided by the creditors to the union, an element of the mutual assistance 
principle of the OEEC. 

Under the arrangements of the payments union, all countries agree 
to make their currencies freely available on current account to all 
members of the union up to a certain limit, known as the quota. At 
the end of each month each central bank reports its holdings of other 
member currencies to the bank for international settlements which 
then computes the net debtor or creditor position of each country. 

Settlement is then made by the union to the creditors and to the 
union by the debtors, sumetn, th in gold or dollars and partially by 
credit, according to the terms agreed to at the start of the year. 

Originally, creditor countries received 40 percent in gold or dollars 
and extended the remainder of their quota in credit to the union. 
Debtors settled their balances in the same ratio. 

There was a complicated formula involved which varied the per- 
centage from one level of surplus to the next, but the overall effect 
was the 40-60 ratio. 

Gradually this formula has been changed so that today creditors 
receive and debtors settle 75 percent in gold or dollars, the remain- 
ing 25 percent being credit granted to or by the union. Through this 
mechanism, the several currencies were made freely transferrable, and 
the efforts to balance accounts bilaterally were sharply reduced. 

This transferability is an important step on the road to full con- 
vertibility, but since it applies only to current account—because mem- 
bers are not yet willing to permit free capital movements—and settle- 
ment is not fully in gold or dollars, it falls short of a convertible 
system, even among the Europeans. 

While the EPU was an important step in reducing the evils of 
bilateralism, taken by itself it could have made but a slight con- 
tribution to the health of the European economy. 

As long as the bulk of trade was subject to import quotas the door 
was still open to bilateral arrangements which tended to distort the 
normal and most economic patterns of trade. 

Although it was recognized that such trade restrictions did not 
serve any useful purpose when considered from a collective point of 
view, it was difficult, if not impossible, for any single country to uni- 
laterally remove its own quotas for it then ran the risk of being 
placed at a disadvantage in selling its goods in those third countries 
which retained quotas. 

Therefore, the members of the OEEC decided that they would 
engage themselves to a general removal of quotas on intra-European 
trade, so that each country would be assured of reciprocal benefits 
from its own action. 


83979 O—56—pt. 1——_11 
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In order to provide a reasonably balanced removal of quotas from 
all sectors of activity the total list of commodities was divided into 
three categories: Raw materials, foodstuffs, and manufactured goods, 

Using 1948 imports as a basis, each country was obligated to re- 
move—in the first instance—import quotas from 60 percent of its total 
private trade, with at least 50 percent in each of the 3 categories being 
so freed. 

Subsequently these percentages have been raised to 90 percent over- 
all, with at least 75 percent in each category. 

Appropriate escape clauses have been adopted so that countries 
falling into balance of payments difficulties and finding it necessary 
to reimpose quotas may do so, but because of the collective nature of 
the program the others agree not to reimpose quotas on the exports 
of the country in difficulties. Thus, both on the trade and financial 
sides the stronger countries have committed themselves to lending 
assistance to the economically weaker members of the organization. 

At the present time all countries, with the exception of Turkey, 
Iceland, Norway, Denmark, and France, have reached the 90-percent 
target laid down, although several others have not found it possible 
to meet the obligation to reach 75 percent freedom in each category, 
principally in the agricultural sector where the difficulties in liberali- 
zation have been the greatest. 

Nevertheless, approximately 90 percent of the total intra-European 
private trade has been freed from import quotas through this pro- 
gram. I will speak of some of the current problems later, but this 
summary will provide the basis for an understanding of the basic 
institutions which provide a framework for European trade. Both 
the European Payments Union and the trade-liberalization program 
are directed by bodies of independent experts responsible directly to 
the Council of the OEEC. The United States is represented on both 
the Managing Board of the Payments Union and the Sterling Board 
for Trade by observer. 

We make no contribution to the expenses of the OEEC, nor do we 
have a vote. The United States representative does participate in 
discussions, however, and is one of the most influential members of 
both the Council and Executive Committee. All agreements are 
reached by unanimous decision. 

As a result of these efforts, normal economic recovery, and the help 
of the United States intra-European trade, has risen by more than 
160 percent since 1948, and by more than 40 percent since the more 
normal year 1952. 

Despite the restrictions on United States goods, our exports to 
Western Europe, including the United Kingdom, have risen by 38 

ercent since 1952, and exclusive of the United Kingdom have risen 
y 42 percent. 

Mr. Harrison. May I interrupt you for one question ? 

Have imports into this country from those nations risen during 
the same period ? 

Mr. SHEARER. I am sorry, sir; I cannot give you that answer. They 
have quite recently risen much less rapidly. 

Mr. Harrison. Much less rapidly ? 

Mr. SHearer. That is right. That is in the last year or two. I 
will be happy to look that up for you. 

Mr. Harrison. Thank you, sir. 
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Mr. SHearer. This reflection of the economic health of our Euro- 
pean allies is, I think, the best evidence available that our liberal 
economic policies have been “paying off” for the American people. 

But in spite of the undeniable progress that has occurred there is 
much that remains to be done. I would like to talk about three 
specific problems with which the Europeans are faced today. 

The first of these is the conflict between the low-tariff and high- 
tariff countries. Generally speaking, the Scandinavian countries, 
Belgium, The Netherlands—the latter two now joined in a customs 
union—and Switzerland are low-tariff countries. Germany, France, 
Italy, and the United Kingdom have substantially higher levels of 
tariffs. 

It has, for the past 2 years, been a matter of some concern to the 
members of the low-tariff club that further removal of import quotas 
should be accompanied by some tariff reductions. Their argument 
has been that the removal of quotas on goods carrying a low tariff 
opens the domestic market to a greater volume of imports than does 
the removal of quotas by a country imposing a higher tariff. Their 
belief that true reciprocity involves the adoption of measures which 
are equally effective in permitting access to the domestic market is so 
strong that in January 1955, when the OEEC adopted the 90 percent 
target, that is, freeing 90 percent of private trade from quotas, they 
refused to accept the 90-percent obligation as permanent and agreed 
only on condition that there be effective lowering of tariffs prior to 
October 1, 1956. 

When the ministers met in Paris in July of this year they agreed 
to a further 15-month extension of the 90 percent provision—up to 
January 1, 1958—but they made quite clear that they—the members 
of the low-tariff club—did not believe that effective action in the tariff 
field had in fact occurred, and that this further extension was condi- 
tional on progress being made. 

The second major problem which contributes to the intensity of 
feeling on the first, is the present imbalance of intra-European pay- 
ments. When the European Payments Union was set up, it was hoped 
that the credit which would have to be extended to weaker countries 
and to the union by the stronger, would be temporary in nature and 
that with recovery would come a situation in which there would be 
a relative balance in which no country would be either a persistent and 
extreme creditor or debtor. 

Unfortunately, this balance has not been achieved. After an initial 
period in which the Federal Republic of Germany—West Germany— 
was a very heavy debtor, there has been a complete reversal of posi- 
tions and the Federal Republic has become the major creditor of the 
unlon—a position which in recent months has been intensified by 
monthly surpluses running between $80 million and $100 million. 

In 1953 a similar situation occurred and then Germany twice agreed 
to lend to the union sums beyond the original commitment she had 
undertaken. 

In 1955 and 1956 arrangements were worked out whereby some of 
the debtors repaid portions of the credit they had received, and these 
repayments, the bulk of which went to Germany, reopened the German 
lending obligation to an extent thought to be sufficient to last through 


the current fiscal year, which is identical with the United States fiscal 
year. 
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The rate at which German surpluses have been accumulating since 
early spring now gives some cause to doubt the sufficiency of this lend- 
ing obligation. In an effort to reduce these surpluses and to curb in- 
cipient inflationary pressures, Germany has undertaken a voluntary 
30 percent tariff reduction on many items. 

The opposite side of the German surplus problem is the French and 
United Kingdom deficits. These deficits are particularly alarming 
in view of the falling level of United Kingdom gold and dollar re- 
serves, which are now lower than those held by West Germany. 

The seriousness of this problem, as Mr. Polk has pointed out, not 
only for Europe, but for the entire world, can be seen when we recog- 
nize that the United Kingdom, as banker for the sterling area, is re- 
sponsible for the financing of nearly half the world’s trade, and that a 
balance-of-payments crisis in the United Kingdom—which is not, I 
think, in prospect—would sharply curtail the expansion in trade 
which has proved to be of such marked advantage to the entire free 
world. 

Even though no such balance-of-payments crisis is likely to occur, 
a situation of long standing imbalance which reflects at least par- 
tially the superior competitive capacity of Germany relative to France 
and the United Kingdom, is a serious problem. 

In the third place, we find the so-called dollar problem, or what 
the Europeans believe to be the dollar problem. It should be quite 
clearly understood that at the present moment there is no actual 
shortage of dollars available to Europeans if we take the Continent as 
a whole, although there are certain specific exceptions, one of which, as 
a Polk has indicated as the inadequate position of the United King- 

om. 

Furthermore, it is true that the dollar position of the Continent 
has improved greatly since the dark days of 1948 when there was 
serious questions whether Europe could find the resources necessary 
even for survival. 

In 1948 Europe imported from the United States nearly $5 billion 
of goods and services, whereas we purchased from Europe only slightly 
more than $1 billion, and this, I think, will be the answer to your 
question, sir. 

With the then existing state of European reserves had it not been 
for the assistance we gave through the Marshall plan economic col- 
lapse rather than economic recovery would have been the inevitable 
result. It was not until this year that United States exports to 
Europe—exclusive of military shipments—reached the dollar value 
that they did in 1948, but with this significant difference that in 1956 
the members of the OEEC, with the exceptions of Greece and Turkey, 
were: not receiving a single dollar of economic assistance, whereas in 
1948 almost the entire gap between our exports and imports to the 
European area were covered by Marshall plan funds. 

In other words, we have shown a net improvement in private exports 
not financed by the Government to Europe over the last 8 years, of 
approximately $4 billion. 

European gold and dollar reserves have risen steadily for the past 
4 years, although at a decreasing rate. Despite the fact that Europe 
is in dollar deficit on commercial account with the United States the 
expenditures of American forces in Europe and military assistance 
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have been more than enough to offset this annual deficit. It is true, 
however, that Europeans generally are concerned about their future 
relationship with the dollar area. They are acutely aware, as the 
events of the last 2 years have demonstrated, that they must continue 
to rely on the United States for a variety of goods to meet the growing 
demands of their people. 

This has been exceptionally evident as their economics have moved 
from positions of underemployment and excess capacity to ones of 
full—and quite often overfull—employment with little unused 
capacity. Indeed, the increase in American exports to Europe in 
1955 and 1956 is in large measure due to the demands for raw materials 
such as copper and steel, and coal necessary to keep the factories 
operating at high levels. 

Perhaps someday someone will make an analysis of the exact effect 
that a continued demand for American goods from Europe during 
our recession of 1953-54 had in preventing that movement in the 
United States from being more serious. It is interesting though 
during that recession while European exports to the United States 
were dropping, American exports to Europe were rising. 

At the same time that European imports from the United States rise 
and show evidence of continuing to rise for substantial periods into 
the future the rate of European exports to the United States has failed 
to keep pace, so that the commercial deficit of Europe with ourselves 
has been mounting over the last 2 years. This is not the balance of 
payments deficit, because as I indicated, Europe is in balance of pay- 
ments, surplus as a result of troop expenditures, and troop support, 
and the like. 

Europeans are concerned that there does not seem to be any imme- 
diate prospect of meeting this commercial deficit save as a result of 
our military expenditures in Europe and elsewhere in the world. It is 
not surprising, therefore, that when they hear statements which seem 
to indicate the possibility of reduction in American forces in Europe 
that they react unhappily. It is as much an economic reaction as a 
military-political one. This is why they express so much concern over 
the continuation of a liberal trade policy on our part, and look to 
ratification of the OTC as an evidence of our intentions. This is why 
they tend to exaggerate—I state quite frankly exaggerate—the effects 
of tariff escape-clause actions and our 50-50 shipping provisions which 
they believe deprive them of possibilities of earning dollars. 

Most Europeans understand the basic pressures that lie behind 
escape-clause actions and 50-50 shipping provisions, since on the whole 
their own trade policies are to an even greater extent than our own 
governed by similar pressures. But they cannot ignore, and rightly 
should not ignore, that their own long-run capacity to survive eco- 
nomically depends on their finding ways and means of earning the 
dollars necessary to buy the goods which they must have from the 
dollar area. 

Nor for our part, ought we ignore, that while foreign trade represents 
at best 6 percent of our gross national product that for several Euro- 
pean countries foreign trade constitutes 25 percent of theirs, and in 
almost every case is a measurably larger percentage than in the United 
States. That gentlemen, I think, is the basic explanation of why we 

lear so much about the minor—I think that they may be called minor— 
lapses from grace—from liberalism—on the part of the United States. 
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For many Europeans, successful access to the American market is a 
matter of vital necessity, a far more important part of their economy 
than trade is of our own. 

To look at the positive side for the moment, there is an increasing 
recognition of the fact that competition from the United States is a 
necessary element if Europeans are to make their own industries as 
productive as possible. For the most part they have reacted, as their 
economic position improved, with measures granting the same freedom 
to United States imports as they do to those of their European partners 
in the OEEC. This movement still has a long way to go before the 
stage of complete nondiscrimination is reached, but it is interesting to 
note the progress that has been achieved since January 1, 1953. 

I will summarize it here. I would like to put into the record the 
progress that has been made by each country, in dollar liberalization, 
if I may. 

(The chart is as follows :) 


Dollar liberalization of OEEC countries’ 
[In percent] 


Jar. 1, 1953 | Jan. 1, 1954 | Jan. 1, 1955 | Jan. 1, 1956 |Subsequent 
increase 


! These liberalization figures represent the percentage of private 
Canada which are free from quantitative restrictions. The base year ‘ . 

2On July 1. certain goods were transferred from the transit to the dollar-free list. New liberalization 
percentage not available. 


imports from the United States and 
is 1953 


Mr. Suearer. On that date only Belgium and Switzerland had 
made any substantial progress toward removing import quotas on 
goods from the dollar area. Switzerland had freed 98 percent of her 
private trade—based on 1953 quantities—from import quotas and 
Belgium had freed 57 percent. Of the other OEEC members only 
the United Kingdom with 7 percent and Denmark with 1 percent 
had done anything along these lines. By January 1, 1956, every 
country with the exception of Norway and “Turkey had made some 
progress with the percentages ranging from 99 percent for Greece 
to 8 percent for Austria. 

Now, 54 percent of our private trade had been freed from quotas as 
compared with only 11 percent 3 years before. Subsequent actions 
by eee: Germany, and Italy have resulted in approximately 60 
percent of our trade now being freed, and Turkey remains the only 
country who has not freed any United States imports—but neither 
has Turkey found it possible to liberalize her imports from her 
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European partners. Since January 1, 1955, every country in Europe 
has made some progress with the sole exception of Iceland, who, like 
Turkey, is experiencing severe balance of payments difficulties. 

I might add there is available to the members of the committee 
the first report of the OEEC, dollar-liberalization exercise, which I 
had the pleasure of helping to get underway in the fall of 1954. The 
exercise ran through 1955. A second such exercise is now underway. 

I think it is of particular interest to note that the European gov- 
ernments in that report have strongly recommended that full ad- 
vantage be taken of the present favorable balance of payments posi- 
tion of Europe to free United States goods, dollar goods in general, 
from import quotas so as to achieve the maximum amount of competi- 
tion in their own economies. 

Progress obviously is not as rapid as we would like, but I think that 
the record indicates not only that substantial progress has been and 
is being made, but that there is a definite attitude of willingness and 
desire to move in the direction of nondiscrimination. 

Mr. Boees. Without objection, we will incorporate that report in 
the record, providing it meets with the approval of the andi of 
the committee. 

(The report referred to is as follows :) 
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The Organisation for European Economic Co-operation 
comprises the follousng Member countries: Austria, Belgium, 
Denmark, France, Germany, Greece, Iceland, Ireland, 
Italy, Luxembourg, the Netherlands, Norway, Portugal, 
Sweden, Switzerland, Turkey and the United Kingdom. 
The Organisation came into being with the signing of the 
Convention for European Economic Co-operation on 16th 
April 1948, when Member Governments pledged themselves 
“to combine their economic strength, to join together to 
make the fullest collective use of their individual capacities 
and potentialities, to increase their production, develop and 
modernise their industrial and agricultural equipment, 
expand their commerce, reduce progressively barriers to 
trade among themselves, promote full employment and restore 
or maintain the stability of their economies and general 
confidence in their national currencies’. Representatives 
of each of the Member countries meet daily at O.E.E.C.’s 
headquarters, the Chateau de la Muette, Paris, to discuss 
their economic problems and work out common solutions. 
The United States and Canada, although not members of 
the Organisation, participate in its work. 
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INTRODUCTION 


1. The present report was prepared by the Joint Trade and Intra- 
European Payments Committee in accordance with the Recommendation 
of the Council C (54) 317 of 22nd December, 1954, concerning the relaxa- 
tion of quantitative restrictions on imports of goods and restrictions on 
invisible transactions and transfers relating to the dollar area. 


2. The report is based on the replies of the Member countries to a 
Questionnaire approved by the Council, and on the memoranda submitted 
by the Associated countries (United States and Canada) in accordance 
with the Recommendation of the Council. The Joint Committee has 
also taken account of the information supplied and views expressed at a 
meeting on the liberalisation of dollar imports of an ad hoc Group of 
Experts which was held under its auspices from 26th to 28th Septem- 
ber, 1955. The Joint Committee has studied the various problems 
mentioned by the Council in its Recommendation. This report sets out 
the Joint Committee’s findings on these questions. 


3, In the first chapter, the Joint Committee has analysed the progress 
made since October, 1954 in the relaxation of quantitative restrictions on 
imports from the United States and Canada. In the second chapter, the 
Joint Committee has examined, on the basis of the information supplied 
by the Member countries, how far liberalisation in respect of the dollar 
area has affected the level and geographical breakdown of Member countries’ 
imports, the state of their balance of payments and gold and dollar reserves 
and, where information was available on that score, their economic situation. 


4. The Joint Committee requested the Group of Experts on the Liber- 
alisation of Invisible Transactions to study the replies regarding restric- 
tions on invisible transactions and transfers relating to the United States 
and Canada. The report of the Group of Experts forms the third chapter 
of this report. 


5. In the fourth chapter, the Joint Committee has studied the meas- 
ures taken by the Associated countries to apply a more liberal policy in 
their commercial relations with Member countries and the effects of those 
measures. 


6. In the last chapter, the Joint Committee has studied, first the obsta- 
cles hampering the extension of liberalisation measures in regard to the 
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United States and Canada and, second, the possibilities for extending 
those measures in the future. 


7. To conclude, the Joint Committee has summarised the results of 
its study and put forward certain observations concerning the prospects 
of further progress of liberalisation of goods, invisible transactions and 
transfers vis-a-vis the dollar area. 
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ANALYSIS OF MEASURES OF RELAXATION 
OF QUANTITATIVE RESTRICTIONS 
ON IMPORTS OF GOODS 
ALREADY IN FORCE IN MEMBER COUNTRIES 


A. MEASURES OF LIBERALISATION PROPER 


RECENT PROGRESS AND PRESENT POSITION 


8. Although particular attention is paid in the following paragraphs 
to changes which have occurred since October, 1954, it must be remembered 
that important progress was made in the liberalisation of imports from 
the United States and Canada between the beginning of 1953 and October, 
1954 by the Benelux countries, Greece, Iceland, Italy, the Federal Republic 
of Germany and the United Kingdom. In Switzerland, a high level of 
liberalisation had been attained for a number of years. On 30th Septem- 
ber, 1954, products freed from the United States and Canada accounted 
for 44 per cent of private imports of all Member countries combined from 
the Associated countries in 1953. The percentage for agricultural pro- 
ducts was 64 per cent, for raw materials 44 per cent and for manufactured 
commodities 27 per cent. 


9. Since 30th September, 1954, further steady progress has been made. 
Six countries which had not previously applied liberalisation lists in respect 
of the United States and Canada took measures which affected a substan- 
tial proportion of their imports. In Sweden, for instance, a first liberalisa- 
tion list covering 58 per cent of the country’s private imports from the 
Associated countries in 1953 was applied on Ist October, 1954 and a second 
list covering 6 per cent of private imports came into force on Ist January, 
1956. In Ireland, the restrictions on dollar allocations for a number of 
basic products not subject to quantitative restrictions were withdrawn 
on 7th October, 1954, and liberalisation thereby reached 15 per cent of 
the country’s private imports. In Denmark, a first liberalisation list 
covering 38 per cent of the country’s private imports from the United 
States and Canada was applied on 23rd February, 1955. A second list 
was applied on Ist November, 1955, which raised the liberalisation percen- 
tage to 55 per cent. In Austria, a liberalisation list covering 8 per cent 
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of the country’s private imports was applied on 15th July, 1955. In Por- 
tugal, a liberalisation list, covering 53 per cent of the country’s private 
imports, was applied on 6th August, 1955. In France, a list of freed 


products, covering 11 per cent of private imports, came into force on 
Ist January, 1956. 


10. Furthermore, some countries which had already freed part of their 
imports placed new products on their lists. In the United Kingdom, a 
series of new products was freed, raising the liberalisation percentage from 
49 per cent to 56 per cent. In Germany, a second liberalisation list cover- 
ing about 1,800 customs items and representing 5 per cent of the coun- 
try’s private imports from the Associated countries, was applied on 9th 
November, 1954. A third liberalisation list covering 600 customs items 
and representing 9 per cent of the country’s private imports was applied 
on 28th May, 1955, raising the liberalisation percentage to 68 per cent. 


PERCENTAGE OF FREED PRODUCTS 


11. Liberalisation lists in respect of the United States and Canada 
are at present in force in all Member countries of O.E.E.C. with two 
exceptions. Table 1 shows that during the fifteen months from 30th 
September, 1954, to Ist January, 1956, the percentage of freed products 
in the total private imports of the Member countries as a whole from the 
United States and Canada calculated on the basis of 1953 imports rose from 
44 per cent to 54 per cent. Substantially similar progress was made in 
each of the three categories of products as defined in Section II of Annex A 
to the Code of Liberalisation.: As in the case of intra-European liberal- 
isation, these percentages do not take account of State trading, which 
plays an important part in the agricultural imports of the Member countries 
from the United States and Canada (see § 45 below). 


TABLE 1. PERCENTAGE OF FREED PRODUCTS COMPARED WITH THE 
PRIVATE IMPORTS OF THE MEMBER COUNTRIES AS A WHOLE 
FROM THE UNITED STATES AND CANADA 


On the basis of the import figures for 1953. 





In percentage. 
CAT. I CAT. II CAT. III TOTAL 
Liberalisation in force on 30th Sep- 
compber,, 1056.0 ; ..cccienid dei sned o4 44 27 44 
Liberalisation in force on Ist Jan- 
Gy 966 Os. FRR SOOUA SAUAG 71 55 36 54 





12. The highest percentage of liberalisation is still achieved in the 
category of agricultural and food products and the lowest in that of manu- 
factured goods. It should be noted that the overall percentages, for the 


1. Category I: Food and Feedingstuffs. 
Category II: Raw materials. 
Category III: Manufactured products. 
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total figure and for each category taken separately, are strongly influenced 
by the liberalisation percentages achieved by the United Kingdom. In 
1953, the private imports of the United Kingdom accounted for 42 per 
cent of the private imports of the Member countries as a whole from the 
United States and Canada. 


13. Table 2 shows the liberalisation percentages at present achieved, 
for their total imports and for each of the three categories, by each of the 
Member countries which are applying liberalisation lists: A table js 
included in Annex I to this report showing the breakdown of imports of 
each Member country from the United States and Canada according to 
the import regime in force on Ist January, 1956, and on the basis of 1953 
imports; another table is included in Annex II showing the percentages 
of liberalisation attained, for their total imports and for each category, 


by each of the Member countries vis-a-vis Canada and the United States 
separately. 


TABLE 2. PERCENTAGE OF FREED IMPORTS ON Ist JANUARY, 1956, 
AS COMPARED WITH PRIVATE IMPORTS 
FROM THE UNITED STATES AND CANADA 


On the basis of the import figures for 1953. In percentage. 


COUNTRIES APPLYING 
s aiahaeahanened niet | car. 1 | cat. m | cat. mt | TOTAL 


62 78 68 
17 11 . 
a 87 
45 41 55 

9 14 11 
100 97 | 99 
43 2 | 15 
67 | 15 33 
41 6 24 
21 | «26 53 
7 | 5 56 
61 | 64 64 
100 99 98 





Value of imports of freed products 
(3 million) 422.3 2,011.0 


Percentage of freed products as 
compared: 
a) With total private imports of 
Member countries as a whole. 36 
b) With total imports of Member 
countries as a whole 35 | 


54 
48 


1. It is difficult to make accurate comparisons between the level of liberali- 
sation attained by each country solely on the basis of these percentages and it is 
impossible to make any comparisons with the percentages for intra~-European liber- 
alisation calculated on a 1948 basis. 
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STATE OF LIBERALISATION BY COUNTRIES 


14, In Germany, the first list of liberalisation introduced on 17th 
February, 1954 covered 1,800 of the 6,000 items of the statistical foreign 
trade list, mainly raw materials and basic products. Among the products 
freed were raw tobacco, tallow for industrial use, certain hides, calcium 
phosphate, asbestos; lead, copper, tungsten, wulfenite and niobium ores; 
cast iron, copper and aluminium waste; certain timbers, paper pulp, raw 
cotton and linters, synthetic yarns, certain chemical and pharmaceutical 
products, aviation spirit; certain tools, electrical machinery, transport 
equipment, apparatus and instruments. 


15. The second liberalisation list which came into force on 9th Novem- 
ber, 1954 covered about 1,800 statistical items, mainly semi-finished and 
finished products. These included certain types of oil, particularly motor 
spirit and gasoil, certain chemical products, newsprint, finished and semi- 
finished metallurgical products, miscellaneous tools, instruments, appa- 
ratus and musical instruments and various manufactured goods together 
with crude sulphur, magnesite, certain types of iron ores, steel scrap 
and aluminium waste. 


16. The third liberalisation list, which was applied on 28th May, 1955, 
covered some 600 statistical items and affected the agricultural sector and 
certain basic industrial products. Among the freed products were oil seeds, 
oil for industrial purposes, cellulose, various basic or manufactured chemical 
products, certain rubber goods, pig-iron and semi-finished iron products, 
hot and cold rolled metals (except thick plates and machine wire), non- 
ferrous metals (except copper and aluminium), semi-finished products 
from these metals; clothing and underclothing. The following table 
summarises the progress made as a whole and in each category. 











In percentage. 
CAT. I CAT. II | CAT. Ill TOTAL 
DOG os oe iibcterd oda 51 51 74 54 
DOE IGS ooo sic divin de cern yaee — 7 5 5 
DERG TTO IS bocccc sce hocetetetebescs 26 4 — 9 
etal, PEPCORNNG: 50 ines diaivb Sen 77 62 78 68 


17. These percentages allow for the withdrawal in November, 1954 
of a few products from the first liberalisation list, particularly ethylene- 
glycol, refrigerators, second-hand cotton textile machinery, and reaction 
engines. It must, moreover, be noted that crude petroleum produced 
in Saudi Arabia by American companies and payable in dollars in the 
United States can also be imported freely into Germany. These imports 
represented 46.2 million dollars in 1953. 


18. In Austria, the liberalisation measures put into force on 15th July, 
1955, affected 65 customs items and 8 per cent of imports on private 
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account. The agricultural sector, where liberalisation amounts to 3 per 
cent, includes spices, pineapples, hops, fats and oils for industrial purposes, 
whisky, natural fruit juice, certain canned fruits and canned fish. The 
raw materials sector, in which liberalisation has reached 17 per cent, 
includes coking fines, asbestos, turpentine, vaseline, certain lubricating 
oils, raw rubber, sulphur, various essential oils, ferro-chromium and vana- 
dium. In the manufactured products sector, liberalisation amounts to 
11 per cent and mainly affects synthetic fibres, artificial silk, cinemato- 
graphic film, tin sheeting, motor vehicles, certain chemical products and 
dyestuffs, and carbon black. 


19. The Benelux countries introduced a common list of liberalisation 
for the dollar area on Ist June, 1954, which is the same, with few exceptions, 
as the common list applied to O.E.E.C. countries. The freed products 
can move freely between the three Benelux countries. This list superseded 
the list which had been in force in the Belgo-Luxembourg Economic 
Union for several years and which covered a great number of products, as 
well as the list applied by the Netherlands in October, 1953 which covered 
raw materials and semi-finished products. The common list includes 
frozen meat, tinned milk, wheat (Belgium only), barley, maize, rice, cocoa, 
oil seeds, certain oils and fats, preserved fruits and tobacco. Among 
the raw materials are a great number of mineral and chemical products, 
petroleum oils, fertilisers, carbon black, raw cotton, certain hides and skins, 
rubber, timber, paper pulp, certain papers and boards, pig-iron, ferro- 
alloys, non-ferrous metals, and steel products. Among the manufactured 
products are certain textiles and clothing, certain antibiotics, metal manu- 
factures, tools, explosion and internal combustion engines, various machi- 
nery and appliances, generators and electrical motors, calculating machines, 
tractors, railway equipment, aircraft, car bodies and parts, and various 
instruments and apparatus. 


20. In Denmark, the first liberalisation list, which came into force on 
23rd February, 1955, for trade with the dollar area as a whole, affected 
more than 200 products or groups of products, which represented 38 per 
cent of imports on private account in 1953. Among the main commodi- 
ties freed in the category of agricultural products were hops, raw tobacco, 
oil seeds excluding soya and linseed, various agricultural seed and natural 
resin and gums. In the category of raw materials the list includes, in parti- 
cular, natural and synthetic rubber, certain timbers, paper pulp, wool, 
cotton, fertilisers (except Chile nitrate and superphosphate), sulphur, 
industrial diamonds, non-ferrous metal scrap, additives for spirit and 
lubricating oils, certain organic compounds, and asbestos in thread or 
slab form. In the category of manufactured products were various chemi- 
cal products and dyestuffs, certain pharmaceutical products including 
antibiotics, artificial resin and plastics in powder or granulated form, 
insecticides, newsprint, certain types of paper and board, various tools, 
turbine engines of over 4,000 kW, aircraft engines, agricultural machinery, 
ball-bearings, certain industrial machinery including textile machinery 
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and packaging machines, miscellaneous apparatus and instruments, includ- 
ing radio navigation apparatus, ships of over 1,000 tons, and films without 
Danish text. 


21. The second list of liberalisation applied on Ist November, 1955, 
affected some 80 products or groups of products, among which are rice, 
cocoa, soya, animal feedingstuffs, vegetable fibres, hides and skins, benzol, 
non-ferrous metals, copper wire, tractors and components thereof, parts 
of motor cars and motor bicycles, and certain types of office machinery. 
The following table shows the progress made both as a whole and in each 
category since February 1955. 


In percentage. 
STATE OF LIBERALISATION CAT. I | CAT. 11 | CAT. UI TOTAL 
On 23rd February, 1955........... 44 : 42 29 38 
On Ist November, 1955 ........... 77 45 4l 55 
22. In France, the liberalisation list which came into force on Ist 


January, 1956, applies to raw materials (9 per cent) and manufactured 
products (14 per cent) and covers 11 per cent of private imports in 1953. 
Among the freed products are certain ores and mineral products, scrap, 
various semi-finished metal products, aluminium waste, certain articles 
of aluminium, zinc and tin, various metal manufactures, some chemical 
and medicinal products, neoprene, raw furs, certain timbers and plywoods, 
paper pulp, cotton linters and waste, various tools, machinery and appa- 
ratus, ball-bearings, locomotives and certain instruments. 


23. In Greece, all imports from the dollar area as well as from O.E.E.C. 
countries were liberalised in April 1953 with the exception of certain pro- 
ducts imported under “Procurement Authorisations” of the Foreign Oper- 
ation Administration (wheat and flour, rice, coffee, coal), of thirteen 
groups of equipment (such as certain agricultural implements, dynamos 
and electric motors, certain special machinery and parts) and of nine groups 
of luxury goods such as furs, precious stones, silverware, goldware and 
jewellery, perfumes and silk goods. Restrictions concerning pumps, 
tractors, locomotives, touring cars worth over $ 1,800 f.o.b. and all con- 
vertibles were removed in 1955. 


24. In Ireland, since 7th October, 1954, importers have no longer been 
required to obtain permission from the Exchange Control authorities to 
import certain basic products. The control of imports from the dollar 
area is exercised in Ireland through exchange control, as quantitative 
restrictions apply to only a limited number of products and are adminis- 
tered on a non-discriminatory basis. Such basic products as are not on 
the other hand subject either to quantitative restrictions or to Govern- 
ment trading are therefore entirely freed and the liberalisation percentage 
represents a total of 15 per cent. In the agricultural sector, liberalisation 
has reached 7 per cent and affects rice, unmilled rye, macaroni, etc., bakery 
products, meat and fish meal, peas, potatoes and clover seeds and animal 
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and vegetable oils and fats. In the raw materials sector, liberalisation 
has reached 43 per cent and affects raw hides and skins (but not furs), 
leather, essential vegetable oils, timber, plywood and veneer sheets and 
textile fibres. In the manufactured products sector, liberalisation amounts 
to 2 per cent and affects textile yarn and threads and synthetic and artificial 
fibres. 


25. In Iceland, a list of products freed for all areas, which bears on 
about 240 tariff positions, was put in force on 22nd June, 1953. Among 
these products are cereals, flour, raw coffee, fruit juices, certain oils, raw 
cotton, hemp, certain steel products, non ferrous-metals, refined petro- 
leum, aviation spirit, certain lubricants, certain textiles and various manu- 
factured products. 


26. In Italy, in addition to the 64 tariff items which were already liber- 
alised, a new list of liberalisation for the dollar area covering 75 tariff 
items was applied on 10th August, 1954. Among the freed products are 
waxes, coal, crude petroleum oils, asbestos, certain minerals and chemicals, 
rags, Cotton waste, raw furs, synthetic and artificial rubber, certain timber, 
paper pulp, iron and non-ferrous ores, pig-iron, ferro-alloys, non-ferrous 
metals and their alloys, ferrous and non-ferrous metal scrap, colophony 
and carbon black. 


27. In Portugal, the liberalisation list which came into force on 6th 
August, 1955, covers 112 customs items representing 53 per cent of imports 
on private account. In the category of agricultural products, where 
liberalisation has reached 92 per cent, are gums and resins, raw tobacco, 
wheat and certain types of canned food. The raw materials category, in 
which liberalisation amounts to 21 per cent, includes rubber, sulphur, 
coal, aluminium, lead, copper, pig-iron, certain types of iron and steel, 
and certain basic chemical products. The category of manufactured 
products, in which liberalisation has reached 26 per cent, covers various 
manufactured chemical products, carbon black, certain medicines, tin 
plate, railway rolling stock, spare parts for vehicles, ball-bearings, various 
manufactured articles and apparatus for industrial use. 


28. In the United Kingdom, a number of important food and feeding 
stuffs and raw materials were liberalised at various periods before lst 
October, 1954. Among these products were wheat, barley, maize, oats, 
flour, dried white beans and soya beans, animal feedingstuffs, certain oil 
seeds, nuts and oils, margarine, cotton and waste, flax and tow, various 
gums and rosins, iron ores and pyrites, nickel and manganese ores, pig- 
iron, non-ferrous metals (unwrought) certain ferro-alloys, ferrous and 
non-ferrous scrap, asbestos, raw diamonds, raw furskins, softwood, as 
well as various drugs and chemicals. 


29. A number of new products were added after Ist October, 1954, 
to the list of those which could be imported freely from the United States 
and Canada. For example, dried peas and various types of seed were 
freed in October, 1954, certain types of wood boards, wool noils, tops and 
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waste in December, 1954, various types of animal fats andoils in January, 
1955, lard in February, 1955, cotton seed, maize products, wheat germ, 
gluten, certain types of hides and skins, cotton linters, turpentine, rosin, 
pine pitch, pine tar, pine oil, phosphate of lime, various ferro-alloys, alu- 
minium and its crude alloys and aluminium scrap in April, 1955, and sulphur 
on Ist January, 1956. The following table shows the progress made both 
as a whole and in each category since Ist October, 1954. 


In percentage. 








STATE OF LIBERALISATION CAT. I CAT. II | CAT. III | TOTAL 
tm: et a, |) rr, 72 53 4 | 49 
On: Ist Fay eee ooo. oe en wes 7 70 5 56 
30. In Sweden, a first list of liberalisation vis-a-vis the dollar area was 


applied on Ist October, 1954. (However, even before that date the impor- 
tation of, for instance, books, newspapers and magazines was free from all 
countries.) Among the freed products of the agricultural sector were rice, 
gums, resins, and many processed foodstuffs, for instance canned and dried 
fruits. Among the freed raw materials were fertilisers, hides, skins and 
leather, synthetic rubber, wood and sawn mill products, cotton and wool, 
steel and non-ferrous metal semi-manufactures. Among the freed manufac- 
tured products were artificial staple fibres, most chemical and pharmaceu- 
tical products, carbon black, all rubber and wood manufactures, paper (ex- 
cept newsprint), yarns and thread, all metal manufactures, machinery and 
electrical goods and some transportation equipment (for instance tractors, 
railway equipment and automobile parts), watches and various instruments. 
On Ist January, 1955, crude minerals, for instance, were added to the list. 
On Ist January, 1956, the list was further extended by including lubricating 
oils, iron and steel scrap and such steel sheets and plates as were not 
hitherto liberalised. 

31. The following figures give an indication of recent developments 
concerning dollar imports free from licences, calculated on trade with the 
United States and Canada in 1953. It may be noted, however, that these 
figures do not include imports permitted without quantitative limitation but 
still remaining under licence control, e.g. under the transit dollar scheme 
(cf. paragraph 44). 


In percentage. 





STATE OF LIBERALISATION CAT. I CAT. II CAT. Ill TOTAL 


On ist October, 1954 (including the 

additional liberalisation of 1st Jan- 
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32. In Switzerland, the same free list applies to the dollar area as to 
Member countries of the O.E.E.C. This list covers all imports with the 
exception of certain live stock for meat production, breeding and draught; 
certain pork products and fresh and tinned meat, various fresh fruits and 
vegetables, cut flowers and live plants, wine in the cask, casein, farm trac- 
tors, lorries and motor buses. Peaches, dead poultry and eggs were freed 
in July, 1955. 


B. OTHER RELAXATIONS 
OF QUANTITATIVE RESTRICTIONS 


33. Apart from actual liberalisation measures, certain other relaxations 
of quantitative restrictions on imports from the United States and Canada 
are also in force, not only in countries which also apply liberalisation meas- 
ures, but in countries which have not freed their imports. These relaxa- 
tions take the form either of special schemes which. in practice, afford a 
certain measure of freedom to import, or the opening of quotas or an increase 
in existing quotas, or a liberal issue of licences for various products. As 
not all the countries which apply these measures have submitted information, 
the only measures the Joint Committee is able to mention in the following 
paragraphs are those which have been notified. Nor is the Committee 
in a position to assess to what extent these measures are liberal as this 
can only be estimated by the responsible national authorities. 


34. In Germany, the policy applied to coffee and coal imports is consi- 
dered by the German authorities as the equivalent of de facto liberalisation, 
as importers are asked to notify the amounts they wish to import and licences 
have hitherto always been granted to the requested figure. In 1953, 
these products represented about 16 per cent of imports on private account 
from the United States and Canada, which brings the de facto liberalisation 
percentage to 85 per cent. Im the non-liberalised sector, the degree of 
restriction varies from strict control to a liberal regime which sometimes 
amounts to complete freedom for certain products which the German 
authorities envisage liberalising at a later stage and for which the reactions 
of importers are thus tested in advance. 


35. The Benelux countries have a common liberalisation list which, 
as already mentioned, covers 87 per cent of imports from the United States 
and Canada. The Belgo-Luxembourg Economic Union apply a system for 
products not on this list which in most cases is equivalent to de facto liber- 
alisation. The Netherlands, in general, apply a liberal import policy to 
non-liberalised products. With regard to products which have not been 
officially liberalised, the Governments of the Netherlands and the countries 
of the Belgo-Luxembourg Economic Union maintain permanent contact 
with a view to harmonising their policies. 

36. In Denmark, certain products representing 17 per cent of private 
imports from the Associated countries in 1953 are considered as benefiting 
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from a liberal import regime. These goods, which represent 11 per cent 
of imports of food and feedingstuffs, 14 per cent of imports of raw materials 
and 26 per cent of imports of manufactured products, include crude asbestos, 
iron and steel products, nylon yarns for stockings, automobiles and chassis 
for lorries. 


37. In France, in addition to the so-called “E.F.A.C. and 5 per cent 
Equipment Accounts” procedure by which exporters are in fact given a 
certain freedom as regards imports from the dollar area, a liberal system 
continues to be applied to imports of certain products still subject to 
licence. The French authorities consider that 38 per cent of private imports 
from the United States and Canada at present in fact benefit from a liberal 
regime which solely relates to raw materials (61 per cent) and to manufactur- 
ed products (16 per cent), principally capital goods. These percentages 
include imports on special accounts mentioned above which represent 
about 7 per cent of private imports. 


38. In Greece, import controls only affect certain luxury articles and 
certain capital equipment. According to the Greek authorities, the 
controls which are still maintained on the former are not so much due to 
balance of payment considerations as to reasons of internal policy, and 
licences have in fact always been granted up to the present. Controls 
on certain equipment are not maintained for restrictive reasons, but to 
channel investment into certain priority sectors. 


39. In Jreland, allocations of dollars have been made automatically 
since lst November, 1954, for all imports still subject to exchange control. 
The Irish authorities therefore consider that all commodities subject to 
private trading have been freed except the following, to which quantitative 
restrictions apply on a non-discriminatory basis: cement, motor vehicles and 
parts, tyres and inner tubes, various textiles, brushes, footwear, electric 
lamps, wood screws, live animals (except bulls and horses), meat and 
certain meat products, milk and milk products, eggs, fish (other than 
canned), various fruit and vegetables, certain cereal products, and 
animal feedingstuffs (except meat- and fishmeal), potatoes for planting 
and certain seeds. 


40. In Iceland, there has been no alteration of the “Conditional Free 
List” of products, amounting to 15 per cent of private imports from the 
United States and Canada in 1953, which may be imported from the 
dollar area on purchase of “Import Certificates”. In fact, the premium 
to be paid compels the importer to buy dollars at a rate 60 per cent above 
the official market rate and imports may only be made if the Bank of Iceland 
certifies that the required foreign exchange is available. For all other 
non-freed products, preference is given, for balance of payments reasons, 
to imports from countries outside the dollar area and the E.P.U. area. 


41. In Italy, the authorities adopt fairly liberal criteria as regards the 
issue of import licences for certain products, in particular for heavy indus- 
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trial machinery, machine tools, electrical equipment, and various other 
manufactured products. 


42. Among the countries which have no liberalisation lists, Norway 
applies a liberal system to imports of various essential products repre- 
senting 73 per cent of total private imports from the United States and 
Canada in 1953 (85 per cent for agricultural products, 97 per cent for raw 
materials and 36 per cent for manufactured goods). According to the Nor- 
wegian authorities, licences are issued liberally for goods essential to the 
country’s economy which cannot be obtained in adequate supplies from 
non-dollar countries or which are needed to maintain the competitive 
capacity of Norwegian producers. Among these products are leaf tobacco, 
soya beans, synthetic rubber, raw cotton, certain petroleum products, 
various chemical and pharmaceutical products, rayon yarns and certain 
cotton fabrics, various rolled steel products and structural shapes, crude 
copper, copper and nickel mattes, components for internal combustion 
engines and vehicles, tractors, machine tools, textiles machinery, aircraft 
and components. Very few applications to import these commodities 
from the dollar area have been refused and the Norwegian authorities 
consider it unlikely that imports would have exceeded by any significant 
amount the actual figures recorded had liberalisation been complete. 


43, In the United Kingdom, parallel with the recent liberalisation 
measures, further relaxations have been introduced in the controlled 
imports sector. Over the last eighteen months restrictions on imports of 
chemical products, machinery and equipment payable in dollars have been 
relaxed. Quotas have been opened for various products, such as tinned 
salmon, coffee for the home market, motor vehicles and hardwood, or 
have been extended for certain industrial raw materials, such as synthetic 
rubber, paper pulp and paper and board. The United Kingdom autho- 
rities continue in general to give a free choice to manufacturers and traders 
to buy their raw materials in the cheapest market. In some cases, however, 
restrictions have to be maintained for balance of payments reasons. 


44, In Sweden, certain non-liberalised products representing 20 per 
cent of imports on private account from the United States and Canada 
in 1953 are regarded as being subject to a liberal import policy (29 per 
cent of private imports of food products, 23 per cent for raw materials and 
18 per cent for manufactured products). There is thus no restriction 
on certain dollar products provided they are imported from countries 
outside the dollar area and paid for in accordance with regulations governing 
payments between Sweden and the respective countries or else paid for 
in “transit dollars” when imported directly from the dollar area. “Transit 
dollars” can be bought from the banks on payment of a small premium. 
These products include tobacco, coal and coke, paper pulp and newsprint, 
pig-iron, steel plates for motor car bodies, aircraft, certain instruments 
and arms, cameras, projectors, cosmetics and furs. 
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C. POSITION WITH REGARD TO STATE TRADING 


45, Products at present subject to State trading account for roughly 
11 per cent of all imports by Member countries as a whole from the United 
States and Canada on the basis of 1953 imports, and for about 27 per cent 
in the category of food and feedingstuffs. This is due to the fact that wheat 
is subject to State trading in eight Member countries while tobacco is 
partly or wholly subject to State trading in five Member countries. It 
must be noted that there is no State trading in the Benelux countries and 
Portugal. A table is given in annex to this report showing for each 
country the overall percentage and percentage for each of the three cate- 
gories of commodities of imports from the United States and Canada at 
present subject to State trading, calculated on the basis of imports in 1953, 
together with a table showing for each country the principal products in 
the agricultural and foodstuffs sector subject to such trading (Annexes III 
and IV). 
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EFFECTS OF LIBERALISATION 
OF IMPORTS OF GOODS 


A. TREND OF IMPORTS OF MEMBER COUNTRIES 
AS A WHOLE FROM THE UNITED STATES 
AND CANADA SINCE 1953 


46. Although the liberalisation measures with regard to the United 
States and Canada are also applied in most Member countries to other 
countries of the dollar area, the Joint Committee has confined its exami- 


TaBLE 3. TREND OF IMPORTS OF MEMBER COUNTRIES 
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nation to the effects of liberalisation on imports from the Associated 
countries. The Recommendation of the Council C(54)317 specifically 
refers to these two countries and, moreover, the list of countries consi- 
dered as belonging to the dollar area differs from one Member country 
to another. Table 3 shows that the value of imports of Member coun- 
tries as a whole from the United States and Canada has risen considerably 
in relative terms since the last quarter of 1954; this followed a period of 
stability since the beginning of 1953 and contrasts with the much smaller 
relative increase in imports from other areas. 


47. After a fall in the first quarter of 1954, imports of Member countries 
as a whole from the United States and Canada have since risen continuously; 
the increase was particularly sharp during the fourth quarter of 1954. 
During the first nine months of 1955, these imports (calculated on the basis 
of c.i.f. values) increased by 40 per cent as compared with the first nine 
months of 1954. The rise is due mainly to an increase in the volume of 
imports and partly to higher freight rates. Export prices in the United 
States and Canada have remained relatively stable since the beginning of 
1954, but freight rates rose sharply during the last quarter of 1954 and this 
movement continued during the first nine months of 1955. Between 
the first nine months of 1954 and of 1955 the increase was more than 
50 per cent. 


48. The rate of increase of Member countries’ imports from the Asso- 
ciated countries was much greater than both that of their total imports 


and that of imports from European countries, which each increased by 
only 15 per cent between the first nine months of 1954 and of 1955. It 
should be noted, however, that the share of imports from the United States 
and Canada which declined from 32 per cent in 1947 to 13 per cent in 1954, 
rose to 15 per cent during the first nine months of 1955 thus regaining the 
1938 level. On the other hand, the share of imports from Member coun- 
tries has risen almost continuously from 29 per cent in 1947 to 44 per cent 
in 1954 and in the first nine months of 1955 (and even reached 46 per cent 
during the last quarter of 1954) whereas it accounted for 39 per cent only 
in 1938. 


49, In some Member countries the increase in imports from the United 
States and Canada began during the first three quarters of 1954, but the 
trend became general in all Member countries as from the last quarter of 
that year. Table 4 shows that whereas, as compared with 1953, imports 
from the Associated countries rose in only eight Member countries in 1954, 
increases were recorded in all Member countries except one during the 
first nine months of 1955. The table also shows that in most Member 
countries the relative increase in imports from the Associated countries 
in the first nine months of 1955 as compared with 1953 was greater than 
the increase in their total imports. At the same time, the increases in im- 
ports from the Associated countries and in the share of such imports in 
total imports varied very considerably from one country to another. 
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TaBLe 4. TREND OF IMPORTS OF MEMBER COUNTRIES 
AS COMPARED WITH 1953 
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Source: O.E.E.C. Statistical Bulletin, Foreign Trade, Series I. 
Note. The liberalisation percentages (tased on private imports in 1953) in force during the 
greater part of the periods under review are only given as illustrations. 


50. An analysis of Table 4, which indicates the countriesin which 
liberalisation measures affecting the dollar area were in force during the 
periods under review, shows that it is not possible to establish a close corre- 
lation between the official liberalisation of dollar imports and the increase 
in imports from the United States and Canada. Figures of imports since 
1953 reveal wide differences between countries which have applied liber- 
alisation measures and these differences are not in all cases a function of 
the liberalisation percentages reached. Furthermore, identical variations 
can be observed for countries which did apply liberalisation measures 
during the period under review, and for others which did not, for these 
latter in fact allowed liberal imports of certain products without actually 
liberalising them. 

51. In general, three different groups of countries can be distinguished. 
A first group including Greece, Denmark, the Netherlands, Germany 
and Sweden has introduced extensive liberalisation measures or substan- 
tially relaxed restrictions in the fairly recent past and the imports of those 
countries from the United States and Canada during the first nine months 
of 1955 increased by between 50 to 80 per cent over the 1953 level, which is 
substantially more than the increase of their total imports. In a second 
group, consisting of Switzerland and the Belgo-Luxembourg Economic 
Union, very extensive liberalisation measures have been in force for a longer 
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period, which may explain why their imports from the United States and 
Canada have increased in about the same proportion as their total imports 
(i.e. around 15 to 20 per cent). Finally, there are countries like the United 
Kingdom and Italy which have freed chiefly goods other than manufactures, 
or like Austria, France, and Norway which applied no official liberalisation 
measures but granted liberal treatment to import of basic products; in 
those countries, imports from the United States and Canada increased by 
20 to 35 per cent as compared with 1953, i.e. slightly more, in general, than 
the increase of their total imports. 


52. An analysis by groups of products of imports of Member countries 
as a whole from the Associated countries shows that the main increases 
related to raw materials, basic manufactured products, chemical products 
and fats and oils (see Table 5). From 1953 to 1954 the increase was due 
to raw materials (+ $337 million) and in particular to oil seeds and cotton, 
basic manufactured products (-+ $127 million) with base metals as the 
chief item owing to the lifting of certain controls in the United States, 
chemical products (+ $98 million) and fats and oils (+ $48 million). On 
the other hand, imports were lower in the case of (a) food products 


TaBLe 5. IMPORTS OF MEMBER COUNTRIES FROM THE UNITED 
STATES AND CANADA BY CATEGORIES OF PRODUCTS 


Million dollars. 


IST HALF 1955 


100 


S.1.T.C. SECTIONS 


PERCENTAGE 
1953 


Foop (0) 
of which 04 cereals 
BEVERAGES AND TOBACCO (1) 
CRUDE MATERIALS (2) 
of which 22 oil seeds 
of which 26 textile fibres 
MINERAL FUELS, LUBRICANTS (3) 
Ors AND Farts (4) 
CHEMICALS (5) 
MANUFACTURED Goops (6) 
of which 68 base metals 
MACHINERY AND TRANSPORT EQUIPMENT (7) 
of which 71 machinery other than electric 
of which 72 electric machinery 
of which 73 transport equipment 
OTHER MANUFACTURED ARTICLES (8) 116 
OTHER COMMODITIES (9) 


104 | 2,823 


Source: O.E.E.C. Statistical Bulletin, Foreign Trade, Series II, January/June 1955. Standard 
International Trade Classification. 
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(—$300 million) as a result of very good harvests in Europe in 1953 and 
the transfer of certain purchases to South America; (6) machinery and 
transport equipment (— $100 million) chiefly as a result of a reduction 
in some Member countries’ purchases of aircraft and (c) fuels and 
lubricants (— $35 million). 


53. During the first half of 1955, the increase of imports became general 
in almost all sectors. For crude materials and base metals the annual 
rate of imports was respectively $620 million and $365 million higher 
than in 1953. In addition, substantial increases were recorded in sectors 
where imports fell between 1953 and 1954. This applies in particular to 
food and feedingstuffs as a result of the smaller cereal harvest in Europe 
in 1954, to fuels, owing to the shortage of coal in certain Member countries, 
and to machinery and transport equipment. 


54. Table 6 lists in order of importance the sectors in which imports 
from the Associated countries increased between the periods July 1953/ 
June 1954 and July 1954/June 1955. The largest increases in terms 
of both absolute values and percentages related to products needed for use 
in industry (crude materials, basic manufactured products, and in particular 
base metals, fuels and lubricants, chemicals, oils and fats). The substan- 
tial increase for food and feedingstuffs was due to the fact that the cereal 
harvest in Europe, which was very good in 1953, was less favourable in 


TABLE 6. CHANGES BY CATEGORIES OF IMPORTS OF MEMBER 
COUNTRIES FROM JULY 1953/JUNE 1954 TO JULY 1954/JUNE 1955 
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1954. For these various products, imports from the Associated countries 
increased substantially more in relative terms than imports from Member 
countries and their D.O.T.’s and from the rest of the world. For machi- 
nery and transport equipment, the reduction is due, in particular, to the 
fact that in the period July 1953/June 1954 certain countries had large 
imports of aircrafts which were not maintained subsequently. 


55. A table in Annex V to this report shows that in the case of nine 
Member countries (United Kingdom, Germany, France, the Netherlands, 
B.L.E.U., Italy, Sweden and Norway) whose imports accounted for 88 per 
cent of imports of Member countries as a whole from the Associated coun- 
tries in the period July 1954/June 1955, the increase in imports related 
mainly to about a dozen products (cereals, cotton, fats, coal, scrap iron, 
various metals, paper pulp, timber, chemical products, machinery and 
vehicles). These products represented on average about 80 per cent of 
the imports of those nine countries from the Associated countries in the 
period under consideration. 


56. The reason for the increase in imports from the Associated coun- 
tries of products for use in industry lies in the considerable economic 
expansion which has been proceeding in Europe since the last quarter 
of 1953. Between the periods July 1953/June 1954, and July 1954 
June 1955, production in the manufacturing industries for all Member 
countries combined rose by 11 per cent. The increase reached 18 per 
cent in the basic metal industries, 14 per cent in the metal processing indus- 
tries, and 11 per cent in the chemical industries. On the other hand, 
there was no increase in the textile industries. 


57. The higher level of economic activity in Member countries resulted 
in increased demand for raw materials and basic products; this applied 
particularly to goods not produced in Europe and in cases where produc- 
tion capacity was quickly exceeded. Supplies of such products outside the 
Associated countries are generally limited or inelastic. On the other hand 
the Associated countries have reserve capacity or stocks which are large in 
comparison with the demand for imports of European countries and this 
explains why European imports from these countries increase more than 
those from other areas during periods of high activity. 


58. The foregoing general analysis of the position seems to suggest 
that insofar as liberalisation has up to the present mainly borne on raw 
materials and basic products, it has been less the cause of the recent increase 
in imports from the dollar area than an instrument which has helped this 
increase. In countries which have not freed raw materials and basic pro- 
ducts, imports of these items have also increased because licences have 
been freely issued. In most cases, in fact, quantitative restrictions or 
imports of raw materials and basic products from the dollar area were the 
first to be relaxed by Member countries as soon as their reserve positions 
improved, with the result that unsatisfied demand was limited to certain 
products and countries. In the case of food products, capital goods and 
manufactured consumer goods, the liberalisation of dollar imports is still 
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too limited and too narrow in scope for any general conclusions to be 
drawn from an examination of the overall trend of imports of Member 
countries as a whole from the United States and Canada. For these groups 
of products separate consideration must be given to the individual position 
of each country which has applied liberalisation measures. 


B. TREND, BY COUNTRIES, OF IMPORTS OF PRODUCTS 
LIBERALISED FROM THE DOLLAR AREA 


59. In the case of Germany and the Netherlands, it has been possible 
to make a thorough study of the trend of imports of freed products as these 
two countries supplied detailed statistics of their imports during the periods 
immediately prior and subsequent to liberalisation from (a) United States 
and Canada; (6) Member countries and their Overseas Territories and 
(c) the rest of the world. Statistical tables in the annexes to this report show 
the trend of imports of the main commodities freed by these countries 
(Annexes VI, VII, VIII, IX). 


60. In the case of Germany, attention was concentrated mainly on the 
first list of 1,800 tariff items freed in February, 1954, and on trends of 
imports of the products concerned between 1953 and 1954. Imports of 
these items from the United States and Canada show a net increase of 
$125,000,000 (76 per cent). Four-fifths of this increase ($105,000,000) 
consisted of raw materials (+ 110 per cent) with cotton (-+ $41,000,000), 
copper waste (+ $31,000,000), and cattle hides (+ $11,000,000) as the 
main items while the majority of the remaining $22,000,000 was made up 
of certain non-ferrous metals and chemicals. The last fifth of the increase 
in freed imports consisted of agricultural products and manufactured pro- 
ducts which increased by $7,000,000 (+ 18 per cent) and $13,000,000 
(+ 44 per cent) respectively. 


61. In the controlled private sector, imports from the United States 
and Canada increased by a total of $73,000,000 or 53 per cent. In parti- 
cular, food products and manufactured products imported on private 
account increased proportionately more in the non-freed sector. In this 
sector the degree of control varied from strict restrictions over certain 
imports to de facto liberalisation of others, while in many cases restrictions 
were relaxed in anticipation of the further liberalisation measures intro- 
duced in November, 1954, and May, 1955. 


62. As regards freed dollar products, the relative increase in imports 
from the United States and Canada was only substantially greater than 
in imports from other areas and in particular from Member countries and 
their Overseas Territories, in the case of raw materials. The relative 
increase in imports of freed animal and vegetable products from the United 
States and Canada was less than that in imports from other areas, while 
the increase was only slightly greater in the case of freed manufactured 
products. It must be borne in mind, however, that for these two cate- 
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gories, the liberalisation measures introduced in February, 1954, were still 
limited in scope. In the case of cotton, cattle hides and copper waste, the 
increase in imports from the United States and Canada accounted for two- 
thirds of the total increase in freed imports from these two countries, whereas, 
owing in some cases to price and supply considerations, imports from Mem- 
ber countries and their Overseas Territories fell by about 10 per cent to 
30 per cent. The drop in imports of skins and copper waste from other 
countries amounted to almost 50 per cent. Other reductions in these non- 
dollar imports were confined to a few products and were limited in scope. 
On the other hand, imports of such freed products as tobacco, timber, 
industrial tallows, certain chemicals, vehicles, instruments and apparatus 
have increased more from Member countries than from the United States 
and Canada. 


63. The increase between 1953 and 1954 of imports from the United 
States and Canada of raw materials and basic commodities freed in Fe- 
bruary, 1954, is due more to the higher level of economic activity in Ger- 
many than to liberalisation itself. It is, in fact, probable that a similar 
substantial increase in imports of these products would have occurred even 
if no liberalisation measures had been taken. The German authorities 
estimated that the first series of liberalisation measures would increase 
imports from the whole dollar area by from 370,000,000 to $100,000,000, 
whereas the actual figure is more than $150,000,000. In this context, it 
should be noted that estimates were also probably exceeded as regards 
production in the German manufacturing industries which increased by 
almost 13 per cent from 1953 tp 1954, including a 16 per cent increase in 


the chemical industries. The German authorities consider that imports 
of the items freed in February, 1954 have not increased abnormally and that 
liberalisation has not led to any general increase in stocks. It should be 
noted that the re-export of dollar products is prohibited. 


64. However, the German authorities point out that the effect of the 
liberalisation measures and of the liberal licensing of non-freed products 
in 1955, taking into consideration the rise in economic activity, has been 
to raise the annual rate of imports from the dollar area during the first 
ten months of 1955 by $340,000,000 as compared with 1954, i.e. by 41 per 
cent. During the first half of 1955, imports from the United States and 
Canada of products freed in February, 1954, were running at an annual 
rate 18 per cent above that of 1954 ($442 million as compared with $374 mil- 
lion) but have since levelled off. On the other hand, the rate of imports 
of products freed in November, 1954, consisting mainly of semi-finished 
and finished products, increased to more than double the 1954 rate during 
the first half of 1955 ($110 million as compared with $41 million) and is 
still increasing. In the case of the semi-finished and finished products 
which were freed in May, 1955, the effects of liberalisation will only be 
felt gradually. Finally, the German authorities estimate that imports 
of machinery and electric equipment, which amounted to $16 million 
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in 1953 and 326 million in 1954, will reach approximately 360 million in 
1955 as a result of the liberalisation measures taken. 


65. In the case of the Netherlands, imports from the United States and 
Canada of products freed on Ist June, 1954, were $70 million or 30 per cent 
higher during the period Ist July, 1954 to 30th June, 1955, than during the 
period Ist July, 1953 to 30th June, 1954. The greater part of this increase 
was made up of oil seeds, oils and fats, cotton, tobacco, barley, steel sheet 
and strip, and components for tractors and the assembly of motor vehicles. 
For products freed from the dollar area, the increase of imports from the 
United States and Canada was only appreciably greater than from the other 
areas (particularly Member countries and their Overseas Territories), 
in the case of raw materials. The increase was slightly greater for agri- 
cultural and food products and slightly less for manufactured products. 
Partial substitution for imports from Member countries and their Overseas 
Territories only occurred in the case of a few products such as cotton, 
cocoa, and steel and alloy sheet and strip. The increase in dollar imports 
of oil seeds was due to important purchases in the Philippines. In the 
case of iron and steel products, the increase can be explained by the shor- 
tage of supplies in Europe and the quick delivery offered by United States’ 
suppliers. Larger imports of chemical products are due to increased eco- 
nomic activities partly resulting from the establishment of new industries, 
including subsidiaries of foreign companies. The Netherlands authorities 
consider that liberalisation has not increased imports unduly, having regard 
to the expansion of economic activity, and that there has been no excessive 
accumulation of stocks. The Netherlands Government stresses that the 
re-export of dollar products is prohibited except in the case of products 
which have undergone some processing in the Netherlands. 


66. In Denmark, which introduced its first liberalisation measures in 
February, 1955, imports of freed products from the dollar area have remain- 
ed stable since that date as a liberal regime was already applied to these 
products before. During the first half of 1955, imports amounted to 
$14 million as compared with $13 million during the first half of 1954 
and $15 million during the second half of that year. On the other hand, 
there was a very substantial increase in the non-freed sector where imports 
from the dollar area reached $30 million during the first half of 1955 as 
compared with $16 million during the first half of 1954 and $24 million 
during the second half of that year. This increase can be attributed to the 
gradual relaxation of quantitative restrictions in this sector in anticipation 
of the liberalisation measures introduced in November, 1955. 


67. In France, despite the fact that no dollar imports were freed until 
Ist January, 1956, the liberal treatment which, according to the French 
Government, has been afforded to about 50 per cent of all imports from the 
United States and Canada, has led to a substantial increase in imports 
connected with economic expansion. Imports of raw materials such as 
coal, synthetic rubber, hides and skins, paper pulp, copper, iron, pig-iron 
and steel, which have been freed by most other countries rose from $20.53 
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million during the first half of 1954 to $52.94 million during the first half 
of 1955. The increase amounted to $18.7 million in the case of copper 
and $7.1 million in the case of iron, pig-iron and steel. Over the same 
period, imports of engineering and electrical equipment rose from $60 mil- 
lion to 385.7 million. Import credits for certain manufactured products 
were substantially increased. Between 1953-1954 and 1954-1955, credits 
for capital goods rose from 391 million to 5106 million (from $56 mil- 
lion to $70 million for industrial equipment) and credits for chemical 
goods from $19.5 million to $25.5 million. In this connection, it should 
be noted that the share of manufactured items is much greater in French 
imports from the United States and Canada (41 per cent) than in total 
French imports (16.5 per cent). 


68. In Greece, which freed 99 per cent of imports from the United 
States and Canada in April, 1953, imports of agricultural products from 
these two countries fell by 13 per cent between 1953 and 1954 as a result 
of improved home production. On the other hand, imports of raw mate- 
rials and manufactured products increased by 42 per cent and 29 per cent 
respectively, but were still lower than in 1952 when imports were high as a 
result of the special conditions obtaining at the time. During the first 
half of 1955, imports increased by a further 76 per cent as compared with 
the first half of 1954, the major increases affecting raw materials, capital 
goods and food products. 


69. In /taly, total imports of products freed in August, 1954, which 
consist almost exclusively of raw materials, increased by 13 per cent from 


the first half of 1954 to the first half of 1955, whereas imports of the same 
products from the dollar area increased by 83 per cent. Out of a total 
increase of $32 million in imports from the dollar area, coal accounts for 
almost $26 million, copper $2.7 million and synthetic rubber $0.96 mil- 
lion. The increase in imports of freed products seems to be mainly due 
to the higher level of economic activity in Italy. 


70. In the United Kingdom, imports from the United States and Canada 
were $403 million higher in the period July 1954-June 1955, than in the 
period July 1953-June 1954. 57 per cent of this increase related to products 
which were either freed or were treated liberally in the matter of import 
licences. The United Kingdom authorities consider that the increase 
in imports is due not to liberalisation but to a number of factors such as 
price movements, the higher level of internal economic activity and the 
lack of additional supplies elsewhere than in North America. The principal 
increases in products freed from quantitative restrictions were cereals 
(+ $73 million), non-ferrous ores and metals (+ $73 million) and cotton 
(+ $32 million). Where quantitative restrictions were relaxed, imports 
from the United States and Canada increased in the case of paper pulp 
(+ $25 million), paper (+ $17 million), chemicals (+ $31 million) and 
industrial machinery (+ $3 million). In addition, substantial imports of 
coal (+ $45 million) and steel (+ $51 million) were required in order to 
supplement home supplies. Liberalisation seems to have led to the recon- 
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stitution of stocks of dollar products only in the cases of vegetable and 
animal oils, particularly for margarine production, and of copper, following 
the return of these products to private trading. 


71. Sweden introduced extensive libcralisation measures on Ist October, 
1954. The Swedish Government also applies a liberal treatment to imports 
of most of the products still under control, so that imports from the dollar 
area have increased even more rapidly in the non-freed sector than in 
the freed sector. There have been no massive imports as had been the 
case following the liberalisation of dollar products after the end of the 
war, when there was a large accumulated demand in Sweden, as in other 
countries. Nevertheless, the Swedish authorities hold the view that 
the fairly moderate increase in imports of freed products up to the present 
cannot be regarded as a reliable guide to future trends. The transfer of 
purchases for durable consumer goods such as refrigerators and washing 
machines takes some time. This applies even more to capital goods such 
as industrial machinery which are purchased for replacement purposes. 
Consequently, the Swedish Government expects a steady increase in 
imports of freed goods as long as the liberalisation measures are maintained 
in their present form. 


72. In Switzerland, where imports have for many years been on a liberal 
and non-discriminatory basis, a reduction in the share of United States and 
Canadian goods in total imports over the last few years has been accom- 


TaBLE 7. TREND OF THE SHARE OF THE UNITED STATES AND 
CANADA AND OF THE SHARE OF MEMBER COUNTRIES AND 
THEIR D.O.T.’S IN THE IMPORTS OF SWITZERLAND 


In percentage. 


UNITED STATES MEMBER COUNTRIES 


$.1.T.C. SECTIONS AND CANADA AND D.O.T.’S 


1951 | 1952 | 1953 | 1954/| 1951 | 1952 | 1953 | 1954 
| 
22 17 | 46 | 46 
Beverages and tobacco .... 26 25 48 
Crude materials 15 45 | 
Mineral fuels, lubricants. . . bog 60 
Oils and fats 17 35 
Chemicals 22 62 
| 14 78 
Machinery and transport. . 17 70 
Of which : non-electrical 
machinery . 18 : 70 
| 
| 








electrical ma- 
chinery ... 11 
transport .... 18 
Other manufactured pro- 


76 





68 
16 





Es 
71 
| 66 


61 63 


19 | 20 15 





Source: O.E.E.C. Statistical Bulletin, Foreign Trade. Series IV. Switrerlend. 
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panied by a corresponding increase in the share of Member countries. 
In 1954, the share of the United States and Canada, which was 15 per cent, 
was, however, still well above the 1938 figure of 9 per cent, whereas the share 
of metropolitan Member countries was only slightly above the pre-war 
figure (65 per cent as compared with 64 per cent). Thus, the Associated 
countries supplied 16 per cent of all manufactured products in 1954 as 
compared with 8 per cent in 1938, whereas Member countries supplied 
79 per cent as compared with 83 per cent in 1938, the difference being due 
to a reduction in Germany’s share (36 per cent as compared with 43 per 
cent). It should, however, be noted that the position on the Swiss market 
of certain European products such as foodstuffs, fuels, oils and fats, chemi- 
cals, machinery, transport equipment and miscellaneous instruments and 
apparatus has improved very substantially over the last few years, while 


the proportion of these products supplied by the Associated countries 
has fallen very sharply. 


73. In the Belgo-Luxembourg Economic Union, which has always follow- 
ed a very liberal policy with regard to dollar imports and which restored a 
very substantial measure of liberalisation with the dollar area in 1953, the 
share of the United States and Canada in total imports has fallen appre- 
ciably, whereas metropolitan Member countries’ share has shown a marked 
increase. Contrary to the position in Switzerland, the share of the United 
States and Canada in 1954 was back to the 1938 level of 12 per cent, 


TaBLE 8. TREND OF THE SHARE OF THE UNITED STATES AND 
CANADA AND OF THE SHARE OF MEMBER COUNTRIES AND 
THEIR D.O.T.’S IN THE IMPORTS OF THE B.L.E.U. 


In percentage. 


UNITED STATES MEMBER COUNTRIES 
> 
S.T.1.C. SECTIONS AND CANADA AND D.O.T.’S 


1951 | 1952 1953 | 1954 1951 | 1952 | 1953 | 1954 


ae... dk: le etc da ce 33 32 23 20 37 42 43 42 
Beverages and tobacco ....| 36 26 25 21 54 59 58 60 
Crude materials .......... 12 | 15 7 | 9 | 4 | 48 | 50 | 53 
Mineral fuels, lubricants ..| 22 15 ll 4 63 74 72 71 
ee: ae ee 38 34 14 21 29 38 55 59 
CRED wo; BA. do GA a 21 21 16 19 73 75 79 77 
Manufactured goods ...... 10 7 6 a 83 86 88 86 


Machinery and transport ..| 27 24 20 19 72 74 79 81 
Of which : non-electrical 
machinery .| 23 22 17 17 76 78 83 82 
electrical ma- 


chinery ...| 20 16 15 13 80 84 82 87 
transport....| 34 33 27 24 62 67 71 76 

Other manufactured pro- 
GOB KS 64 bGrcadQos 13 8 8 8 84 89 88 89 
Teths ciackaxcste Ht 19 18 13 12 59 64 67 68 


Source: O.E.E.C. Statistical Bulletin, Foreign Trade. Series IV. B.L.E.U. 
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whereas metropolitan Member countries’ share was well above the 1938 level 
(57 per cent as compared with 49 per cent). In the case of food products, 
beverages and tobacco, raw materials, fuels, oils and fats, chemicals, tex- 
tiles, machinery and transport equipment and miscellaneous manufactured 
products, the Member countries’ share has increased in recent years, 
whilst the share of the Associated countries has declined. As regards 
capital goods, the metropolitan Member countries’ share rose from 72 per 
cent in 1951 to 81 per cent in 1954, during which period the share of the 
Associated countries fell from 27 per cent to 19 per cent over the same 
period. 

74. In conclusion, although the liberalisation measures affecting the 
dollar area taken by Member countries vary considerably both in scope and 
as regards the type of products freed, the biggest increases in imports of 
freed products seem to have affected certain raw materials and basic pro- 
ducts and to have been determined by the increase in economic activity 
in the countries concerned. In countries which have freed certain capital 
or consumer goods, there have been no spectacular increases in imports 
for the time being at least. The figures for individual countries also 
show that, on the whole, freed dollar products have only replaced to a 
limited extent products from other areas and particularly European products. 
The relative share of imports from the United States and Canada has, 
in general, increased in the case of freed dollar products, but the extent of 
the increase has varied appreciably between both countries and products. 
This share has even decreased for a number of commodities. There are 
very few cases of freed products in which imports from other areas have 
decreased to the same extent as imports from the United States and Canada 
have increased. 


75. This situation appears to be mainly due to the fact that the first 
products selected for liberalisation were products essential to the economic 
activity of Member countries and already benefiting from a liberal import 
regime, together with certain secondary products for which demand is 
limited. It is still too early to draw any definite conclusions from the 
experience gained by countries which have started to free certain manufac- 
tured products. It is obvious that as Member countries increase their 
liberalisation measures, these will progressively affect products hitherto 
subject to strict import controls. It is also clear that although the expe- 
rience gained by one country in the matter of liberalisation can provide 
a very useful guide to other Member countries, it cannot be generally 
applied to all; similarly, in each individual country, the experience so far 
gained with freed products does not necessarily apply to non freed products. 


C. RECENT DEVELOPMENTS OF THE BALANCE OF 
PAYMENTS AND EFFECTS OF LIBERALISATION ON THE 
ECONOMIC SITUATION OF MEMBER COUNTRIES 


76. Although it would be interesting to consider the effects of the 
measures of liberalisation taken so far on the balance of payments, it has 
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been found very difficult to give an accurate assessment of these effects. 
Firstly because, as has been concluded in the foregoing parts of this chapter, 
it is very difficult to distinguish the effects of liberalisation from the other 
factors, mainly, of course, the general economic upswing in Europe, which 
have influenced the level of imports from the dollar area. Secondly, insofar 
as liberalisation, has increased imports from the dollar area, it represents 
a charge on the balance of payments, but, on the other hand, insofar as 
it has made supplies available at less cost and opened the way for increas- 
ed exports which cost less to produce and are therefore more competitive, 
liberalisation has both reduced expenditure and increased receipts. The 
actual sums involved, however, cannot be calculated. This is another 
reason why it has been found very difficult, if not impracticable, to give 
an accurate assessment of the effects of liberalisation on the balance of 
payments. Nevertheless, it may be instructive to give a brief account of 
the recent development of the balance of payments in gold and dollars for 
all Member countries combined. 


77. Table 9, which shows the trend of the gold and dollar balance of 
payments of Member countries as a whole from 1952 until the first half 
of 1955, reflects both the increase in expenditure on imports from the 
United States and Canada from the second half of 1954 and the drop in 
export receipts in 1954 due to the slight fall of activity in the United States 
in 1953-1954. As a result, the trade deficit with the Associated countries 
has increased steadily since the first half of 1953, rising from $500 million 
to $1,200 million during the first half of 1955 (provisional estimate). How- 
ever, Member countries have continued to benefit from high extraordinary 
United States expenditure in Europe, which has remained at substantially 
the same level since 1952. The reduction in United States Aid has been 
counterbalanced by increased United States defence expenditure in Europe 
in the form of off-shore contracts, infra-structure payments and the “direct 
support” of armed forces in addition to expenditure of United States’ 
and Canadian troops stationed in Europe. 


78. Although changes in reserves cannot be attributed to any single 
factor, it is clear that these extraordinary receipts played a significant 
role in the increase of gold and dollar reserves by more than half between 
the end of December, 1952 and the end of June, 1955, when they stood at 
about $13.41 billion. It should, however, be noted that the increase 
in these reserves has been much slower since the last half of 1954, amount- 
ing to only $0.44 billion during the first half of 1955, as compared with 
about $1.34 billion during the second half of 1953. However, the extent 
of the increase has varied considerably from one country to another and 
United Kingdom reserves are at present lower than in June, 1954. In 
some cases, reserves are still low in relation to imports of the countries 
concerned and their associated currency areas. 


79. The effect of current liberalisation measures on the internal eco- 
nomic situations of Member countries cannot be accurately gauged but 
must be viewed in the light of the existing favourable conditions. Al 
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TaBLE 9. GOLD AND DOLLAR BALANCE OF PAYMENTS OF MEMBER 
COUNTRIES AS A WHOLE’ Thousand million dollars. 


























| isr | 2nn | 1st | 2np | Isr 
1952 | 1953 | 1954 | HALF | HALF | HALF | HALF | HALF 
1953 | 1953 | 1954 | 1954 | 1955* 
Imports f.o.b. from the Uni- 
ted States and Canada*..... 4.5 3.8 4.3 19; 1.9 1.95 2.35} as 
2. Exports f.o.b. to the United 
States and Canada’ ........ 2.3 aa 24 L334... dem 5.35), ~ 3.29 | 
3, Tre WRG «os scicnces —2.2 |—1.1 |—1.9 |—0.5 |—0.6 |—0.8 |—1.1 |—1.2 
4. Netinv isibles (excluding mi- 
litary receipts) ..........0.. + 0.2 |+ 0.4 |+ 0.4 |+ 0.2 |+0.2 |+0.2 |+ 0.2 |+ 0.25 
5, BaldiaGe sun bowie es cies oss —2.0 |—0.7 |—1.5 |—0.3 |\—0.4 |—0.6 |—0.9 |— 0.95 
6. Military receipts .......... + 0.8 |+1.3 |+1.9 |+ 0.6 |+ 0.7 |+0.9 |+1.0 |4+ 1.15 
7. Current balance with the 
United States and Canada. .|—1.2 | + 0.6 |+ 0.4 |+0.3 |+0.3 |+0.3 |+0.1 | + 0.20 
8. Other current transactions} | | 
with the dollar area ....... —0.8 |—0.2 | + 0.15}5—0.2 Li. fe + 0.15}— 0.25 
9, Current balance with the 
Goll "GION 3 sss cede tae eee —2.0 |+ 0.4 |} + 0.55) + 0.1 |+ 0.3 | + 0.3 | + 0.25)— 0.05 
10. Public grants and loans from | | 
Nostht AMMGRIOD 66k. 6 ose ccees + 1.9 | + 1.2 - 0.65) + 0.65) + 0.55| + 0.4 | + 0.25 + 0.2 
ll. Transfers of gold and dollars 
from the rest of the E.P.U. 
SOM «+: nea de weed ceeee + 0.3 |}+ 0.5 }+ 0.6 |+ 0.2 |+ 0.3 | + 0.35) + 0.25| + 0.25 
12. Other gold and dollar trans- 
enlith iccsdacuscausacss $0.2 |+ 0.25} + 0.20] + 0.1 | + 0.15] + 0.15] + 0.05] + 0.1 
13. Changes in the gold and dollar | 
reserves of Member countries | 
(increase:—) .......e.ee00. —0.4 |—2.35|—2.0 |—1.05|—1.3 |—1.2 |—0.8 |—0.5 





Table compiled by the Secretariat from information supplied by Member and Associated countries. The figures 
or items 1 to 7 included and for item 10 are taken from the United States and Canadian submissions for the 
).E.E.C. Seventh Annual Report. 

1. Free transfers of defence equipment under the Mutual Defence Aid Programme are excluded both from 
mports and from grants from North America. 

2. Other transactions relating to defence equipment are also excluded from commercial transactions with North 
America. imports being listed under “‘net invisibles” and exports under “military receipts’’. 

3. The figures for the first half of 1955 are provisional estimates. 

4. Difference between the current balance with the dollar area according to European statistics and the balance 
with North America according to North American statistics. This item therefore covers not only tracnsactions with 
he dollar area outside North America but also discrepancies between European and North American figures for 
transactions with North America (time lag, omission of certain transactions, etc.). 


TaBLe 10. GOLD AND DOLLAR RESERVES 
OF MEMBER COUNTRIES COMBINED 


Thousand million dollars, end of period. 





Dec. | June | Dec. | June | Dec. , June Dec. 
1952 1953 1953 | 1954 | 1954 | 1955 | 1955 
| 





Oe ee 0.85 | 0.81 | 0.95 

















0.96 | 1.23 | 1.31 

Gan ee ee ee 0.69 | 0.89 | 1.22 1:50 | 1.99 | 2.15 

United Kingdom......... 1.85 | 2.37 | 2.52 | 3.02 | 2.76 | 2.68 

Other Member countries ..| 5.47 | 5.75 | 6.47 | 6.81 | 6.99 | 7.27 | n. a. 
Riess). ©. 8.86 | 9.82 | 11.16 | 12.29 | 12.97 | 13.41 | (13.8) 





"Source: International Financial Statistics and information made available ‘to the Secretariat. 
The figures are not strictly comparable with those in Table 9. 
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countries which have freed dollar products have done so to increase their 
productivity and strengthen their competitive power by allowing their 
industries to acquire raw materials or equipment on the most favourable 
terms. In many cases, liberalisation seems to have had a favourable effect 
on prices of raw materials, as prices outside the dollar area have tended to 
keep in line with dollar prices and this has led to an improvement in the 
terms of trade of the European countries. In some cases, there has also 
been an alignment of European prices, including prices in countries which 
have freed dollar products. Moreover, liberalisation does not appear to 
have created difficulties for European producers so far. This is due to 
the fact that, up to the present, liberalisation has mainly affected commodities 
which are either not produced in Europe or which are not produced in suf- 
ficient quantity to cope with demand in periods of high activity. It is 
still too soon to draw any general conclusions concerning the effect that the 
liberalisation of certain manufactured products has had on European pro- 
duction as these measures are, in some cases, too recent and, in others, too 
narrow in scope. Nevertheless, by facilitating imports of raw materials, 
basic products and various capital goods, liberalisation has contributed to 
the expansion of production in Europe, which would certainly have been 
on a more limited scale if restrictions on imports of these commodities 
had been maintained. 





iil 


RELAXATION OF RESTRICTIONS ON INVISIBLE 
TRANSACTIONS AND TRANSFERS RELATING 
TO THE DOLLAR AREA 


A. PRESENT STATUS OF LIBERALISATION OF INVISIBLES 
WITH REGARD TO THE DOLLAR AREA 
IN MEMBER COUNTRIES 


80. The replies which Member countries have submitted to the Ques- 
tionnaire—a summary of which is attached in Annex X—reflect a substan- 
tial measure of liberalisation in the field of invisibles. 


DEGREES OF LIBERALISATION 


81. It is possible to distinguish roughly four main groups of degrees 
of liberalisation, namely: 
1. Completely free, although in some countries subject to veri- 
fication of facts or establishment of bona fides. 
2. Free within certain defined limits. 
3. Authorisations granted on merits of each case. 
4. Authorisations not granted save in exceptional cases. 


82. The first group comprises all cases where residents are free to 
conclude transactions and make transfers in connection with invisible 
items either without any official sanction whatever, or subject only to a 
check—usually retrospective—of the genuineness of circumstances and 
purpose. This means that the authorities permit all transactions and 
transfers, and are only verifying the relevant information ing and exercis 
the type of control envisaged in Article 17 of the Code of Liberalisation. 


83. The second group contains all items for which the resident has the 
same freedom as for those in the first group, but only within certain defined 
limits. These limits refer either to the amount involved or to certain aspects 
of the item, or to certain types of transactions. There is, as a rule, a wide 
measure of liberalisation which covers most normal requirements. 
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84. The third group covers invisible items which the authorities of 
Member countries permit only if, in their judgment, the case merits such 
permission. It is not always stated on what criteria such judgment is 
based and, although residents may know what kind of application is usually 
granted, the final decision rests with the authorities and not, as for items 
in the first two groups, with the residents. 


85. Items in the fourth group are, as a rule, not permitted, and appli- 
cations are either not considered at all, or granted only in really exceptional 
circumstances. 


86. If the replies are classified according to these four groups, it becomes 
apparent that for the majority of Member countries the largest number 
of items falls into the first two groups (see Table 11 and Annex X]I). 


TABLE 11. 


NUMBER OF ITEMS FALLING UNDER EACH OF THE FOUR DEGREES | CHANGES BETWEEN 
| 1952 AND 1954 


OF LIBERALISATION OF ANNEX XI (IN MILLION U.S. DOLLARS) 


{COMPLETELY FREB |IN THE RECORDED|IN BALANCE WIT: 
ALTHOUGH IN FREE | AUTHORISA- | AUTHORISA- TOTAL DEBITS |CANADA AND U 
SOME COUNTRIES WITHIN | TIONS TIONS NOT ON INVISIBLE ON ACCOUNT 
SUBJECT TO CERTAIN GRANTED GRANTED |ACCOUNT (EXCLU-|OF TRADE, INVIS 
VERIFICATION DEFINED ON MERITS SAVE IN DING MILITARY | IBLES, PRIVATE 
OF FACTS OR LIMITS OF EACH eae zeae. TRANSACTIONS) TRANSFERS AND 
ESTABLISHMENT | CASE | CASES WITH CANADA MILITARY 


| OF BONA FIDES AND U. s.! TRANSACTIONS: 


1. Source: Member countries’ Returns for the Organisation’s Seventh Annual Report, 1955. See paragrap 
103 and 104 for comments. 
2. The Member country has indicated the extent of its liberalisation for 51 items only. 
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ANALYSIS OF THE LIBERALISATION OF INVISIBLE ITEMS 


87. The purely quantitative approach to such an analysis is, however, 
not fully satisfactory as a guide to the present position. The general 
economic importance of the various invisibles items differs greatly over a 
wide range. Maritime freights (Chapter I, A/1 of the “ List of Invisible 
Transactions ” of Annex B to the Code of Liberalisation) are economically 
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more important than Sports prizes (Chapter IV, 2); Patent licence fees 
(Chapter II, C/1) are more important than Membership fees (Chapter I, 
D/3). Apart from this, geographical considerations make some items 
which play a considerable part between Member countries insignificant in 
the relations between Member countries and North America as for instance 
Inland Waterway freights (Chapter I, A/2), Road transport (Chapter I, 
A/3), Current maintenance and repair of private property (Chapter I, 
D/4), and Salaries and wages of frontier or seasonal workers (Chapter II, 
A/1). Other items, like Technical assistance (Chapter I, B/3) and Films 
(Chapter I, D/2) are likely to be particularly important for Member coun- 
tries because of the advanced stage of industrial development and production 
methods which has been reached in the United States. It is interesting 
to note that some of these have been liberalised only to a comparatively 
minor extent. 


88. The majority of the Invisible items of the Code of Liberalisation 
can be grouped into the following broad economic divisions: 

Foreign Trade. 

Productivity. 

Foreign Investments. 

International Transport. 

Films and Other Entertainments. 

Insurance. 

Exchange Authorisations for Emigrants. 

Private Travel. 


89. The invisible items closely connected with Foreign Trade are 
Warehousing (Chapter I, A/6), Customs duties and fees (Chapter I, A/7), 
Transit charges (Chapter I, A/8), Commission and brokerage (Chapter I, 
B/4), Advertising (Chapter I, B/5), Business travel (Chapter I, B/6), Parti- 
cipation in overheads (Chapter I, B/7), Registration fees for patent and 
trade marks (Chapter I, D/6), and Opening and reimbursement of credits 
(Chapter III, B/1). Of the fourteen Member countries which have indi- 
cated their policy, twelve have freed Business travel completely or within 
certain defined limits. Twelve have completely freed, or freed within 
certain defined limits, Warehousing, Customs duties and fees, and Com- 


NUMBER OF MEMBER COUNTRIES 


CERTAIN DEFINED LIMITS (OUT 
OF 14 WHICH HAVE INDICATED 
THEIR POLICY) 


Business travel, Warehousing, Customs duties and fees, 

Commission and brokerage 12 
Transit charges, Registration fees for patents and trade 

marks 


10 
Participation in overheads, Opening and reimbursement 
of credits 
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mission and brokerage. Eleven countries have freed Transit charges and 
Registration fees for patents and trade marks. Ten countries have freed 
Advertising. Nine countries have freed Participation in overheads and 
Opening and reimbursement of credits. In connection with Registration 
fees for patents and trade marks, it is worth noting that the United States’ 
laws afford a different and usually shorter protection to patents and trade 
marks than the laws of most Member countries, and this fact might in- 
fluence the policy of Member countries with regard to this item, which 
could reasonably be expected to yield dollar earnings. 


90. The invisible items relating to Productivity are Technical assistance 
(Chapter I, B/3), Contracting (Chapter I, B/8), Licences of patents, designs, 
trade marks and inventions (Chapter II, C/1), and to a lesser degree Sub- 
scriptions to newspapers, periodicals and books (Chapter I, D/1). Of the 
fourteen Member countries which have indicated their policy, thirteen 
have completely freed, or freed within certain defined limits, Subscriptions 
to newspapers, periodicals and books. Eight countries have freed Contract- 
ing and Licences of patents, etc. Six Member countries grant authori- 
sations for these items only on merits. Seven countries have freed Techni- 
cal assistance. Six countries grant authorisations for Technical assistance 
only on the merits of each case. 


NUMBER OF MEMBER COUNTRIES (OUT 
OF 14 WHICH HAVE INDICATED THEIR 
POLICY) 


WHICH HAVE FREED [| acy GRANT 
THE ITEMS EITHER | — AUTHORISATION 
COMPLETELY OR | tat tamnees 
WITHIN CERTAIN | op gece e008 

DEFINED LIMITS 


| ——-_ —--— | ——-----—-- 


Subscriptions to newspapers, periodicals and | 

books 13 
Contracting, Licences of patents, etc 8 
Technical assistance 7 





91. The invisible items linked with Foreign Investments are Dividends 
and shares in profits (Chapter II, B/1), Interest (Chapter II, B/3), Rent 
(Chapter II, B/4), Contractual amortisation (Chapter III, B/2) and Profits 
from business activity (Chapter II, B/2). Of the fourteen Member coun- 
tries which have indicated their policy, twelve have completely freed, or 
freed within certain defined limits, Interest and Contractual amortisation. 
Ten countries have freed Dividends. Nine countries have freed Rent 
and Profits from business activity. It is noteworthy that apart from Tur- 
key, Austria has not liberalised Dividends, Rent and Profits from business 
activity which are transferable only in exceptional cases. The complete 
liberalisation of all items relating to capital earnings is essential for any 
country which is interested in receiving North American capital. 
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NUMBER OF MEMBER COUNTRIES 
WHICH HAVE FREED THE ITEMS 
EITHER COMPLETELY OR WITHIN 
CERTAIN DEFINED LIMITS (OUT 
OF 14 WHICH HAVE INDICATED 


Contractual amortisation, Interest 
Dividends and shares in profits 
Rent, Profits from business activity 


92. The invisible items connected with International Transport are 
Maritime freights (Chapter I, A/1), Inland Waterway freights (Chapter I, 
A/2), Road transport (Chapter I, A/3), Air transport (Chapter I, A/4), 
Transport services (Chapter I, A/5) and Periodical settlements in con- 
nection with public transport and P.T.T. services (Chapter I, D/7). Of 
the fourteen Member countries which have indicated their policy, twelve 
have completely freed, or freed within certain defined limits, Periodical 
settlements in connection with Public transport and P.T.T. services. 
Twelve countries have freed Maritime freights. Eleven countries have 
freed Road transport, Air transport and Inland Waterway freights. 
Ten countries have freed Transport services. 


NUMBER OF MEMBER COUNTRIES 

| WHICH HAVE FREED THE ITEMS 

EITHER COMPLETELY OR WITHIN 

CERTAIN DEFINED LIMITS (OUT 

OF 14 WHICH HAVE INDICATED 
THEIR POLICY) 


- ' : 


Periodical settlements in connection with public trans- | 
I Ma Bn toon a eked a cadiat nad atalanahdes aaron 12 
Maritime freights 12 


11 
10 


93. The following items are linked with Films and Other Entertainments: 
Printed films, commercial, documentary, technical, etc. (rentals, dues, 
subscriptions, reproduction and synchronisation fees, etc.) (Chapter I, 


NUMBER OF MEMBER COUNTRIES (OUT 
OF 14 WHICH HAVE INDICATED THEIR 
POLICY) 


WHICH HAVE FREED 

THE ITEMS WITHIN 

CERTAIN DEFINED 
LIMITS 


| wena sare ae 
THE ITEMS 
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D/2), Fees (Chapter II, A/3), and Authors’ royalties (Chapter II, C/1). 
Of the fourteen Member countries which have indicated their policy, four 
have completely freed Films, six have freed Films within certain defined 
limits which, in this case, probably constitute a lesser degree of liberal- 
isation than in the case of other items and resemble more the import 
quotas of trade. Eleven countries have freed Fees completely; one country 
has freed Fees within certain defined limits. Eleven countries have 
freed Authors’ royalties completely. 


94. Insurance is covered by the two items: Direct insurance and Re- 
insurance (Chapter III, A/l, 2, 3, Section II, C/2). Of the thirteen 
Member countries which have indicated their policy, four have completely 
freed Insurance and nine have completely freed Re-insurance. Seven 
Member countries have freed Insurance within certain defined limits which, 
in the case of this item, means a greater degree of restriction than for most 
other items, and usually excludes from liberalisation entire fields of Insu- 
rance, notably Life Insurance. Italy has freed Insurance relating to 
goods in international trade. One Member country has freed Re-insurance 
only within certain defined limits. 


Sn 
NUMBER OF MEMBER COUNTRIES (OUT 
OF 13 WHICH HAVE INDICATED THEIR 
POLICY) 


WHICH HAVE FREED 

THE ITEMS WITHIN 

CERTAIN DEFINED 
LIMITS 


WHICH HAVE FREED 
THE ITEMS 
COMPLETELY 


| 


postin Uy 


95. Exchange Authorisations for Emigrants are covered by a special 
item (Chapter I, D/8). Of the fourteen Member countries which have 
indicated their policy, four have freed this item completely. In six Member 
countries the item is free within certain defined limits which range from 
200 U.S. dollars per family (Austria) to 14,000 U.S. dollars per family 
in the case of nationals of the country of destination (United Kingdom). 
Commercially, the item is of little or no importance but in Member coun- 


tries with large emigration very considerable sums could of course be 
involved. 


NUMBER OF MEMBER COUNTRIES (OUT 
OF 14 WHICH HAVE INDICATED THEIR 
POLICY) 


WHICH HAVE FREED 

THE ITEM WITHIN 

CERTAIN DEFINED 
LIMITS 


WHICH HAVE FREED 
THE ITEM 
COMPLETELY 


Exchange authorisations for emigrants 6 
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96. The invisible items linked with Private Travel are Tourism (Chap- 
ter I, C/l), Travel for education (Chapter I, C/2), Travel for health 
(Chapter I, C/3) and Travel for family reasons (Chapter I, C/4). Of the 
fifteen countries which have indicated their policy, four have freed Tourism 
completely, six within certain defined limits. Three countries, Austria, 
Ireland and the United Kingdom, have not liberalised this item and it is 
permissible only under special authorisation. One Member country 
(France) grants a higher allowance for tourism to Canada and the United 
States than for tourism to other Member countries. Travel for education 
has been completely freed by eight countries and freed within certain 
defined limits by four. In the case of Travel for health, the figures are 
seven and three respectively, and Travel for family reasons has been com- 
pletely freed by five countries and freed within certain defined limits by six. 


NUMBER OF MEMBER COUNTRIES (OUT OF 14— 
15 IN THE CASE OF TOURISM—WHICH 
HAVE INDICATED THEIR POLICY) 


pit ee 
WHICH HAVE FREED 
an | THE ITEMS WITHIN 
| CERTAIN DEFINED 
COMPLETELY | LIMITS 
poi a a) | é 
"Tel Se CEO oi ns des nyertds erenanens 8 4 
Fee oo ons os 6 cic cnt nen sett | 7 3 
Travel for family reasons ................. 5 6 
Toes 2h WOE AU. HAL CS | 4 6 


DIFFERENCE BETWEEN MEMBER COUNTRIES’ POLICIES TOWARDS CANADA 
AND THE UNITED STATES AND TOWARDS OTHER MEMBER COUNTRIES 


97. It appears that in the field of invisibles the difference in the policy 
of Member countries towards Canada and the United States as compared 
with their policy towards other Member countries is less marked than in 
the field of trade. B.L.E.U., Germany and Switzerland report no differ- 
ence in their policies. Three Member ‘countries (Denmark, France and 
Sweden) state that, in principle, they apply the same rules to North America 
as they apply to other Member countries with the exception of only a few 
special items such as travelling allowances, films and patent rights. On a 
number of items the United Kingdom applies a more liberal policy towards 
other Member countries than towards Canada and the United States. 


98. Member countries’ replies to the Questionnaire are interpreted 
as referring only to the item as described in the Code of Liberalisation 
and not to the “ Remarks ” shown against them in Annex B to the Code 
which apply only to liberalisation towards other Member countries. 


DIFFERENCE BETWEEN MEMBER COUNTRIES’ POLICIES TOWARDS CANADA 
AND THE UNITED STATES AND TOWARDS NON-MEMBER COUNTRIES 


99, In five Member countries (B.L.E.U., France, Germany and Swit- 
zerland) the same rules are applied to non-member countries as are applied 
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to Canada and the United States. In four other Member countries (Italy, 
the Netherlands, Norway and Sweden) the liberalisation towards non-mem- 
ber countries depends in some cases on bilateral agreements but there 
seems to be no differentiation in principle. In Denmark travelling and 
films enjoy a greater degree of freedom towards non-member countries. 
In the United Kingdom every item which is authorised for Canada and the 
United States is also authorised for non-member countries. 


APPLICATION OF RESTRICTIONS TO INVISIBLE TRANSACTIONS AND TRANSFERS 


100. Austria, Denmark, Germany and Norway state that their regu- 
lations apply equally to both transactions and transfers. In France and 
the Netherlands the authorisations apply only to the transactions and once 
they have been permitted, the corresponding transfers are automatic. In 
Italy and the United Kingdom the authorisations apply only to the transfers. 
As under these circumstances the transactions could not be completed 
except, possibly, by payment into a blocked account, transactions are, in 
practice, only concluded after the relevant transfers have been permitted. 


TRANSFERS THROUGH OTHER THAN OFFICIAL CHANNELS 


101. Special arrangements for transfers through other than the direct 
official channels exist either generally or for specific items in Austria, Ger- 
many and Italy. As far as certain capital transactions are concerned, 
such arrangements exist in most Member countries. They usually involve 
payment into an account which is not freely transferable and which can 
be disposed of abroad to another resident of Canada or of the United States 
or of another country who wishes to use the funds for some purpose in the 
Member country in question. As a rule such deals are made at a special 
rate of exchange and involve the seller in a loss as against the official rate. 
Often this loss is only small but it might, nevertheless, be reflected in the 
prices, if any, stipulated in the original underlying transaction. 


STATISTICS AND ESTIMATES 


102. It was foreseen in the Questionnaire that the compilation of sta- 
tistics would be difficult and only a few Member countries have in fact 
been able to supply figures of the dollar cost of invisibles for 1953 and 1954 
and estimates for the future. Statistical material which is available from 
other sources is largely incomplete. Figures are usually based on exchange 
control records which do not always reflect the exact nature of the trans- 
action. The correct separation of military expenditure from other items 
is very difficult. The method of classification of items varies from coun- 
try to country and makes exact comparison impossible. Moreover, many 
figures are only available on a net or partly net balance basis and some 
countries record their imports c.i.f., which means that insurance and freight 
expenditure is contained in the trade figures rather than in the invisible 
figures, or that where it is incurred with domestic companies it is wrongly 
brought into the foreign balance. Finally, a number of Member countries 
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often also include in their data relating to Canada and the United States 
dollar expenditure in and dollar receipts from other countries. 


103. The figures reported to the Organisation by Member countries 
in connection with the Seventh Annual Report, 1955 (see Table 12 and 
Annex XII) can only be considered subject to these important reservations. 
From a statistical point of view there is considerable doubt as to the value 
and validity of some of the information in its present form. It is, however, 
reproduced because it indicates certain trends and shows that no direct 
connection appears to exist between the changes in the figures and the 
liberalisation policy of Member countries (see also Table 11). 


104. Balance of payments figures on invisible account, item by item 
or as a whole, are no basis for decisions on liberalisation policy. They 
can only contribute to the factual survey and help to complete the picture 
of the general and relative economic importance of invisibles in different 
Member countries. The significance of the impact which invisibles have 
on balances of payments can only be assessed against the background of 
the general balances and on a world-wide basis rather than with Canada 
and the United States alone. The complexity of the problem is illustrated 
in Table 12 below which shows metropolitan Member countries’ 
recorded expenditures, receipts and balances on invisible account with 
Canada and the United States on the one hand, and with the entire outside 
world on the other hand, as well as their balances of payments with these 
areas on current visible and invisible account. The relation between these 
accounts differs from country to country and any conclusions which it 


might be possible to draw from such statistics can emerge only from a 
study of trade and invisibles together. 


105. The Canadian and United States returns for the Organisation’s 
Seventh Report, 1955, show that these two countries have been in deficit 
on invisible account with Member countries during 1954. In the case 
of the United States this deficit is substantial, particularly in connection 
with “Foreign Travel” and “Private Transfers”. On the other hand, 
the United States have had considerable surpluses on “Investment Income” 
and a smaller surplus on “Other Services”. Canada has had surpluses 
on “Transport” in 1952 and 1953 and on “Other Services” in 1953 and 
1954 and on “Private Transfers” in 1952, 1953 and 1954 (see Annex XIII). 


SUMMARY OF PRESENT STATUS OF LIBERALISATION 


106. The above survey of the present status of liberalisation of invis- 
ibles towards Canada and the United States shows that the majority of 
Member countries have achieved a substantial degree of liberalisation 
although a number of important items, such as Technical assistance, Con- 
tracting, Films, the assignment and licensing of Patent Rights, etc., and 
Insurance are, in many cases, more restricted than other less important 
ones. Apart from Iceland and Turkey which, together with Greece, are 
in a special position regarding the liberalisation of invisibles also towards 
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other Member countries, three Member countries (Austria, Italy and 
Norway) appear at first sight to have made less progress than the rest. 
It is, however, to be borne in mind that different items are not necessarily 
comparable and that among items not freed by these Member countries 
there are likely to be some which are of minor economic importance or 
which are restricted for control purposes only; while among the freed items 
there are some which are of major importance. 


107. In the case of Austria, the intended introduction of liberalisation 
measures has been held up by the recent conclusion of the State Treaty 
which brings about fundamental changes in the economic life of Austria. 
The Austrian authorities have, however, expressed their determination 
to pursue the question of dollar liberalisation of invisibles as soon as possible 
after the full economic implications of the State Treaty have been assessed. 


108. The Italian authorities have recently liberalised for the dollar area 
a number of items relating to the movement of goods such as Freights, 
Insurance, Transport services, Commissions, Banking expenses etc., as 
well as Authors’ royalties, Registration fees for patents, etc., and Subscrip- 
tions to newspapers, books and musical publications. A minimum 
amount has been established for some other items. With regard to foreign 
investments, the Italian Parliament passed a new law on 20th January, 
1956 which grants increased facilities, particularly for the establishment 
of new and the extension of existing enterprises of a “productive character”. 
No restrictions are imposed on the transfer abroad of the earnings of such 
investments and on the repatriation of the principal. 


109. The Norwegian authorities feel that the overall balance of pay- 


ments of the country does not permit any liberalisation of dollar invisibles 
for the time being. Norway’s current balance of payments showed a 
total deficit of $11 million in 1952, of $146 million in 1953 and of $166 mil- 
lion in 1954. Norwegian policy is, however, liberal in respect of items 
which are not formally freed and restrictions are often maintained for 
control purposes only. 


B. OBSTACLES TO GREATER DOLLAR LIBERALISATION 


110. The Questionnaire does not enquire into the reasons for which 
Member countries restrict their liberalisation of invisible imports from the 
dollar area but some countries refer in their replies either directly or indi- 
rectly to the limited availability of dollars, to their unfavourable balance 
of payments with Canada and the United States and to the uncertainty 
of continuing dollar earnings. 


111. The principal obstacles in the way of greater liberalisation of invis- 
ibles may be grouped under four headings: 

Balance of payments difficulties. 

Protection of certain industries. 

Flight of capital. 

Lack of reciprocity. 
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BALANCE OF PAYMENTS DIFFICULTIES 


112. Austria, Denmark, Italy and Norway mention in their replies 
dollar shortage as the reason for restrictive policy for invisibles towards 
Canada and the United States. For most other Member countries this 
is undoubtedly also the principal reason. In the German reply it is stated 
that dollar expenditure would normally not rise substantially even in the 
case of a complete abolition of the remaining control provisions. German 
recorded expenditure for invisibles in Canada and the United States rose 
from $82.5 million in 1952 to $188.6 million in 1954. 


113. Metropolitan Member countries’ balances of payments on account 
of trade, invisibles, private transfers and military transactions with Canada 
and the United States show a dollar surplus for 1953 and 1954 for Austria, 
Denmark, France, Germany, Greece, Iceland, Italy, Norway and Portugal. 
Sweden had a surplus in 1953 but a deficit in 1954. The B.L.E.U., the 
Netherlands and the United Kingdom had dollar deficits in 1952, 1953 
and 1954 (see Table 12). From the changes which Member countries’ 
balances have undergone between 1952 and 1954, it would appear that 
there is no definite direct relation between the application of restrictions 
on invisibles and the current balance of payments with North America 
(see Table 11). 


114. An analysis of Member countries’ balances of payments with 
Canada and the United States on invisible account (excluding military 
transactions and aid) shows that in 1954 twelve of the fifteen Member coun- 
tries for which figures are available had surpluses: Austria, Denmark, 
France, Germany, Greece, Iceland, Ireland, Italy, the Netherlands, Nor- 


way, Portugal and Sweden. With the exception of Austria, Denmark 
and France, these Member countries had surpluses also in 1952 and 1953. 
The largest surpluses are recorded by Italy. In the cases of Germany, 
Iceland and Norway the size of the surpluses has been decreasing. The 
Belgo-Luxembourg Economic Union and the United Kingdom had deficits 
in 1952, 1953 and 1954 which, in the case of the latter, were reduced substan- 
tially from year to year. Denmark and France had deficits in 1952 and 
1953 which turned into small surpluses in 1954 (see Annex XII). Recorded 
expenditures have risen between 1952 and 1954 in Germany, Ireland, 
Norway and Sweden. They declined for Member countries as a whole, 
and particularly in Austria, the Belgo-Luxembourg Economic Union, 
Denmark, France, Italy, the Netherlands and the United Kingdom. Like 
the balances of payments on account of trade, invisibles, private transfers 
and military transactions, these figures do not indicate any direct connection 
between Member countries’ dollar balances of payments and their liberali- 
sation of dollar invisibles (see Table 11). 


115. The available figures show that on balance, invisibles earned 
dollars from Canada and the United States for the great majority of Member 
countries, but this fact alone would not be a justifiable argument in favour 
of greater liberalisation. The dollar balance of payments problem must 
be considered in the light of a country’s international commercial and 
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financial position as a whole, and not in relation to only one sector. The 
authorities of certain Member countries may, of course, be aware of pressure 
which would lead to large-scale dollar expenditure if certain invisible items 
were liberalised, and it would be useful to know whether Member countries 
could furnish evidence that the liberalisation of any one invisible item for 
Canada and the United States would seriously affect its dollar balance of 
payments. Any general conclusions could, however, be drawn only from 
balances of payments which are complete in that they cover trade and 


invisibles, and other foreign countries as well as Canada and the United 
States. 


PROTECTION OF CERTAIN INDUSTRIES 


116. There are only few items in connection with which Canada and 
the United States might be in a strong competitive position which could 
lead Member countries to protect domestic interests. The most impor- 
tant of these are probably Air transport, Technical assistance, Contracting, 
Licences of patents, etc., Repair of ships, Films and Insurance. 


117. There is no evidence of particular restrictive measures on Air 
transport among Member countries which have their own airlines. 


118. Technical assistance, Contracting and Licensing of patents, etc., 
are three items where a comparatively large number of Member countries 
grant authorisations only on the merits of each case. These merits are to 
be judged either by independent experts, or by the competent technical 
ministries. Where technical ministries are consulted, this practice might 
partly be due to protectionist policies. 


119. Ship repairs are subject to approval of the Ministry of Commerce, 


Industry and Shipping in Denmark and of the Ministére de la Marine 
Marchande in France. 


120. Films, where the United States industry is particularly strong, 
are completely free from governmental quantitative restrictions and from 
limitations on remittances only in four Member countries. All other 
Member countries exercise some form of limitation on imports or the 


transfer of film earnings. At least five of these have important film indus- 
tries of their own. 


121. Insurance is comparatively restricted and it can be assumed that 
apart from the desire to protect the interests of the insured, some Member 
countries also wish to protect their domestic insurance companies from 
foreign companies which might have competitive advantages through 
particularly strong financial positions and exceptionally large markets. 


FLIGHT OF CAPITAL 


122, _—‘ Fear of a flight of capital, although not mentioned by any Member 
country, may be assumed to be an important reason for restrictions. North 
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America has, for a long time, had a great attraction for European capital, 
and this fact must have influenced Member countries in their policy. 
With the general improvement of economic and political conditions this 
potential trend is presumably decreasing, and the authorities may find 
that the usual methods of verification of facts and bona fides are on the 
whole sufficient protection against abuse of invisible transactions to facili- 
tate illegal transfer of capital. One item, however, Exchange Authori- 
sation for Emigrants, presents a special difficulty. It is, in fact, different 
in character from most other items in that it does not represent a genuine 
current transaction. It is completely free only in the Belgo-Luxembourg 
Economic Union, the Netherlands and Switzerland. All other Member 
countries impose restrictions, usually by limiting the amounts, and the 
reason is probably to be found in the fear of flight of capital. 


LACK OF RECIPROCITY 


123. There is no evidence of restrictions on dollar invisibles because 
of lack of reciprocity. Such lack of reciprocity might be claimed in connec- 
tion with Maritime transport and Contracting but no Member country 
has ever expressed its willingness to liberalise these two or any other invi- 
sible items in return for greater opportunity to compete in these fields 
in the North American market. 


C. PROBABLE EFFECTS OF INCREASED LIBERALISATION 


124. Increased liberalisation of dollar invisibles would undoubtedly 
lead to greater dollar expenditure in a number of cases. On the basis 
of the available information it is, however, not possible to estimate the 
amounts that are likely to be involved or to forecast the items on which 
these amounts would mainly be spent. 


125. As a counterpart to increased dollar expenditure there would be 
benefits which could be derived from the liberalisation of invisible items 
related to export trade, productivity and foreign investments. It can 
be assumed that in the long run additional expenditure on these items 
would be more than offset by direct and indirect earnings in the form of 
expanded exports, more efficient production and replacement of dollar 
imports by domestic goods. 


126. Where dollar invisibles are restricted in order to protect domestic 
industries or similar interests, liberalisation might result in a certain amount 
of dislocation and hardship but in many cases the economy, as a whole, 
would ultimately be stronger and healthier if resources were thus gradually 
directed into more productive fields. 
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IV 


EFFECTS OF MEASURES TAKEN 
BY THE ASSOCIATED COUNTRIES 
AFFECTING THEIR TRADE RELATIONS 
WITH MEMBER COUNTRIES 


127. The Recommendation of the Council C(54)317 of 22nd Decem- 
ber, 1954, recommended that the Associated countries should: 

a) Continue their efforts to ensure a more liberal policy in their 
commercial relations with Member countries, thereby facilitating 
the efforts of Member countries to relax their quantitative restric- 
tions on imports from the United States and Canada; and 

b) Keep the Organisation regularly informed of measures which 
they have taken in this field and of their programmes and policies 
for further progress. 

The Recommendation of the Council also provides that the Organi- 
sation shall study, within the framework of the general situation, the effects 
of action taken by the Associated countries. In this connection, the 
Joint Committee suggested that the replies to be submitted by the Asso- 
ciated countries for the present exercise should cover certain specific aspects 
of their policy likely to have a particular effect on their relations with 
Member countries. Although the Recommendation of the Council refers 
to measures taken by the Associated countries after the adoption of the 
Recommendation, this chapter also deals with a number of measures 
previously applied; no attempt has been made, however, to cover all aspects 
of the trade policy of the Associated countries which affect their relations 
with Member countries. 


A. DESCRIPTION OF MEASURES TAKEN 
BY THE UNITED STATES 


MEASURES TO INCREASE ECONOMIC ACTIVITY AND PRODUCTIVITY ABROAD 


128. The internal measures adopted by the United States Govern- 
ment have contributed to the rapid expansion of economic activity in the 
United States since the autumn of 1954 and both industrial production 
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and the Gross National Product during the second quarter of 1955 exceeded 
the record levels of the second quarter of 1953. As the rate of imports is 
affected in the short run by changes in the level of economic activity in the 
United States, albeit with a lag during the upswing, its recent rise has 
contributed to the increase in imports in the last few months. On the 
other hand, in 1954 the volume of imports was only 19 per cent above that 
in 1948 and 46 per cent above the average of the period 1936-1938, although 
the Gross National Product in 1954 at constant prices increased by 23 per 
cent over 1948, and was more than double the average of 1936-1938. 
Although direct aid has been reduced, the United States authorities estimate 
that total extraordinary United States expenditure in Europe in 1955 will 
slightly exceed the sum of 2,543 m. dollars reached in 1954. Measures 
have been adopted or proposed to increase private and government invest- 
ment abroad. The activities of the Export/Import Bank have been extended 
and in July, 1955, Congress authorised the President to approve United 
States participation in the “International Finance Corporation”. In 
January, 1955, the President of the United States repeated the recommen- 
dation he had previously made to Congress in 1954 that the incomes of 
United States corporations operating abroad should be taxed at a lower 
rate than that applied to incomes earned in the United States, in accor- 
dance with the practice already in force for certain domestic subsidiaries 
operating in the Western Hemisphere. The President also requested 
that tax should only become payable when incomes were transferred to the 
United States, but to date these measures have not been approved by 
Congress. 


PROGRAMMES TO REDUCE TRADE BARRIERS 


129. Substantial tariff concessions have been negotiated since 1934 
and, in particular, since the war. Furthermore, as a substantial portion 
of the customs duties levied are specific duties, the rise in prices, particu- 
larly since the war, has reduced the effective level of customs protection 
for a large number of commodities. The “Trade Agreements Extension 
Act” approved by Congress in June, 1955, authorises the President to 
negotiate certain further tariff reductions on a reciprocal basis between 
now and June, 1958. Under this act duties in force on Ist January, 1955 
may be reduced by 15 per cent by annual instalments of not more than 
5 per cent over three years. To quote a specific example, a 25 per cent 
duty may be reduced to 21.25 per cent. Duties of more than 50 per cent 
ad valorem or its equivalent can also be reduced to this figure by equal 
instalments spread over three years. United States participation in the 
G.A.T.T. negotiations which opened in January, 1956 is based on the 
provisions of this Act. 


130. The Trade Agreements Extension Act of 1955 strengthened the 
“escape clause” provision of the Trade Agreements Extension Act of 1951 
whereby the Tariff Commission recommends to the President the modifi- 
cation or withdrawal of a previously granted concession. Under the new 
provisions a domestic industry is eligible for escape clause relief if one 
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segment of the industry making like or directly competitive products, rather 
than the entire industry is injured or is threatened with injury by imports. 
In addition, increased imports shall be considered a justifiable basis for 
escape Clause action if they have contributed substantially towards causing 
or threatening serious injury rather than if they have caused or threatened 
to cause serious injury. Although concessions have been granted for several 
thousand tariff items, the escape clause has been used in only a very small 
number of cases during the five years it has been in force. Only 61 appli- 
cations have been submitted to the Tariff Commission and of those only 
16 have been referred to the President. He, in turn, decided to invoke 
the escape clause in only six of these cases. The wider definition of 
“injury” also applies to the “peril point” clause under which the Tariff 
Commission establishes the maximum concession for forthcoming trade 
agreement negotiations which can be granted without causing or threaten- 
ing serious injury to the domestic industry, or the extent to which the 
existing duties should be raised to prevent such injury. A new clause 
has also been included in the Trade Agreements Extension Act of 1955 
authorising restrictions on imports of any product when an increase in such 
imports constitutes a threat to the national security. 


131. The new Act does not modify the discretionary powers of the 
President who can take a decision other than that recommended by the 
Tariff Commission, provided he explains any such decision to Congress. 
In practice, the criteria applied by the President can be wider than those 
of the Tariff Commission, and in particular can allow for the effect which 
any measures recommended is likely to have on the economic position of 
partner countries and on their capacity to import from the United States. 
For example, in his decision of August, 1955, relating to bicycles, the Presi- 
dent only partly accepted the recommendations of the Commission regard- 
ing lightweight bicycles which are not generally produced in the United 
States. Whereas the Tariff Commission recommended that the tariff 
on lightweight bicycles should be raised from 7.5 per cent to 22.5 per cent, 
the President decided to raise it to 11.25 per cent thus only cancelling in 
part earlier reductions in the 30 per cent tariff introduced in 1930. 


132. A Bill for the simplification of customs legislation, already approved 
by the House of Representatives, will come up for consideration by the 
Senate during the 1956 session of the Congress. Earlier Customs Simpli- 
fication Acts of 1953 and 1954 had already repealed certain provisions 
which caused delay and uncertainty for foreign exporters. These Acts 
removed some administrative barriers and enabled Customs authorities 
to reduce considerably arrears in the matter of customs entries. The pro- 
posal in the new Bill that export value, where available, shall be adopted 
as the basis for valuing goods will further reduce the time needed for the 
final determination of duty which still takes an average of six months. In 
addition, the Tariff Commission is to submit proposals this year for the 
elimination of certain difficulties connected with the classification of goods 
for duty purposes. Progress has also been made in the matter of customs 
procedure, particularly through the elimination of certification of invoices 
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issued by United States Consulates and various measures designed to 
expedite the clearance of imported goods through the customs. 


133. An executive order issued by the President of the United States 
in December, 1954, in connection with the “Buy American Act” reduced 
the preference allowed to United States tenderers for United States Govern- 
ment contracts. The margin of 25 per cent below tenders submitted by 
United States producers, which previously could be required for a foreign 
tender to be accepted, was reduced to 6 per cent including duties and 
costs applicable in the United States or to 10 per cent excluding such duties 
and costs. In this connection it should be noted that since 1952 more 
than 50 per cent of all Defence Department orders for heavy electrical 
equipment have gone to foreign firms. However, foreign tenders can 
still be rejected for reasons connected with national security or unemploy- 
ment and the latter reason was specifically invoked in a recent case to 
justify the rejection of a foreign tender for a major contract. At the same 
time, it should be noted that in November, 1955 the Department of the 
Interior decided to limit the preferential margin for areas of substantial 
unemployment to an additional 6 per cent rather than to have an unspecified 


preference. On this new basis several contracts have been awarded to 
foreign firms. 


SPECIAL PROBLEMS 


134. There has recently been a relaxation in the quantitative restrictions 
on United States imports of agricultural products. According to the 
United States authorities, the restrictions under Section 22 of the Agricul- 
tural Adjustment Act of 1933, as re-enacted and amended, are imposed to 
avoid imports interfering with the Government’s agricultural programme. 
These restrictions at present cover five products or groups of products, 
which represented 1.5 per cent of total agricultural imports in 1954-1955. 
Restrictions on oats, barley, and edible tree nuts were removed on Ist 
October, 1955. 


135. As regards maritime transport, the enactment of Public Law No.664 
of 1954 extended the 50 per cent shipping clause to a wider range of United 
States Government-financed transactions, including agricultural surpluses 
disposed of under Public Law No. 480. Inaddition to this, the shipping 
practices arising from Public Resolution No.17 of 1934 have been applied 
to transactions financed by a United States Government instrumentality 
and to transactions (of which there have been an increasing number in 
recent years) for which finance has been guaranteed by United States 
Government instrumentalities. During the 1955 Session, Congress 
decided that the preferential clause should not apply to transport between 
two foreign countries of goods purchased by the United States with local 
currency received from one of these countries in payment for agricultural 
surpluses made available under the Mutual Security Act of 1954, as amended. 
The exception does not apply, however, where commodities are purchased 
directly with dollars provided by the International Co-operation Adminis- 
tration or to any transactions arising under Public Law No. 480. 
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B. MEASURES TAKEN BY CANADA 


136. As the Canadian Memorandum points out, Canada has endeav- 
oured since the war to increase world trade and investment through 
internal and external measures. Since the end of 1951, there have been 
no quantitative restrictions of imports nor exchange controls. In 1948, 
Canadian Customs regulations were amended to comply with G.A.T.T. 
obligations and, since that date, substantial tariff reductions have been 
negotiated. These liberal policies have been followed in accordance with 
international obligations even though a wide range of Canadian exports 
continue to face quantitative restrictions in many European markets and 
Canadian exports to Member countries still consist almost entirely of 
foodstuffs and raw materials essential to the European economy. 


C. EFFECTS OF THE MEASURES TAKEN 
BY THE ASSOCIATED COUNTRIES 


137. So far as Canada is concerned, the moderate overall level of cus- 
toms tariffs and the absence of quantitative restrictions and of special 
problems relating either to legislation or to government commercial policy 
permit European exports to develop under normal conditions. The 
Canadian market for imports is not only large in absolute terms but expan- 
ding rapidly. In terms of value, total Canadian imports are currently 
running at levels greater than those of metropolitan France and about the 
same as those of Germany. The volume of Canadian imports has grown 
by roughly 50 per cent since 1948. The major part of Canadian imports 
consists of semi-manufactured and manufactured goods which the industrial 
countries of Western Europe are capable of producing. 


138. It is to be noted that the share of Member countries in Canadian 
imports, which was about 23 per cent in 1928 and in the years 1937-1938, 
fell to a level varying between 16 per cent and 12 per cent in the period 
1950-1954, while the share of the United States, which was 62 per cent 
in 1937-1938, rose to between 67 per cent and 75 per cent in the period 
1950-1954. One of the reasons why Member countries’ exports to Canada 
have not increased to the same extent as total imports into Canada arises 
from the steadily growing orientation of Canadian import demand toward 
the American market, particularly because of its geographical proximity, 
the similarity of consumer tastes in the two countries, and the reduction 
of European exports during the war and immediate post-war years. If 
Member countries could regain their pre-war share of the Canadian 
import market, they could reduce their trade deficit with Canada by roughly 
$400 million at current levels of Canadian imports. Successful exploita- 
tion of the opportunities offered by the expanding Canadian market depends 
largely on the degree of effort put forth by exporters to meet North Amer- 
ican competition in terms of quality and styling of product, price, deli- 
very dates, distribution and servicing facilities, and sales promotion. It 
would seem that European exporters looking for outlets in North America, 
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ought to take greater interest in existing possibilities on the Canadian 
market. 


139. As regards the United States, it is quite clear that financial 
aid given to Member countries immediately after the war was a key factor 
in their economic recovery, and that increased United States defence expen- 
diture in Europe since 1952 has enabled Member countries to strengthen 
their gold and dollar reserves substantially. The rapid recovery of United 
States economic activity since the autumn of 1954 and its present record 
level are proofs of a remarkable effort which has recently benefited Euro- 
pean exports. Although circumstances were different, it should be noted 
that, during the American recession in 1948-1949, Member countries’ 
exports to the United States fell by 23 per cent between the last quarter 
of 1948 and the first quarter of 1949, while they fell by only 16 per cent 
between the last quarter of 1953 and the first quarter of 1954. With regard 
to customs tariffs, important reductions have been negotiated, particularly 
since the General Agreement on Tariffs and Trade has been applied. But 
although the average incidence of duties on United States imports is not 
high, high tariffs are still imposed on many products exported by Member 
countries. 


140. It is impossible to give an accurate quantitative assessment of 
the effect on European exports of the various measures taken by the United 
States since the war. These measures have, however, helped to support 
Member countries’ own efforts to increase their production as well as their 
exports to the United States. In 1954, the volume of European exports 
to the United States was about twice that exported in 1937-1938, and the 
Member countries’ share in total United States imports rose progressively 
from 14 per cent in 1948 to 19 per cent in 1954. It should, however, be 
pointed out that this share was 24 per cent in 1937-1938 and 28 per cent 
in 1928. 


141. The passing of the Trade Agreements Extension Act of 1955 is 
a welcome step, though some of its provisions give rise to apprehension, 
in particular those which relate to the escape clause and the limitation 
imposed on tariff reductions. Proposals for simplifying customs legis- 
lation and procedure and for encouraging private American investments 
abroad are also encouraging. It is desirable that United States customs 
legislation and procedure should be further improved in the light of the 
position now held by the United States in world trade. The description 
of goods, their classification and their assessment and the calculation of 
duties are extremely complicated and are a source of uncertainties, delays 
and disputes which seriously hamper the expansion of European exports. 
It is to be hoped that the Customs Simplification Bill will quickly become 
law, that the studies being made on this subject will be speeded up, and that 
Congress will also approve this year the President’s proposals regarding 
the taxation of United States corporations abroad. 


142. It is desirable that the favourable effect of these liberal measures 
should not be diminished by the invocation of restrictive clauses. The 
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recent decisions raising customs tariffs on watches and bicycles, apart 
from the damage they may cause to some European countries’ exports, 
have had an infortunate psychological effect going far beyond the interests 
directly affected. The prospect of a reduction in United States oil imports 
is also causing concern in some Member countries. Finally, the mainte- 
nance by the United States of quantitative restrictions on some dairy 
products has had harmful effects on the trade of certain Member countries 
by restricting their American sales of goods which traditionally form an 
important part of their exports. 


143. As regards shipping, the extension of the 50 per cent preferential 
clause to certain types of cargo is affecting Member countries’ balance of 
payments: the Member countries importing such goods pay more in dollars 
for freight, while the maritime countries of Europe have less opportunity 
to increase their income from freights. The effect seems particularly 
harmful for those shipping countries whose reserves are still low. Fur- 
thermore, this extension sets an unfortunate example, which encourages 
the development of restrictions on maritime transport throughout the 
world, so preventing parallel progress of liberalisation in the fields of 
trade and of maritime transport. 





V 


CONDITIONS AND POSSIBILITIES FOR 
NEW PROGRESS TOWARDS LIBERALISATION 


144, Member countries have long since recognised the desirability 
of a return to a world system of multilateral trade and payments. It 
should be stated at the outset that in the view of the Joint Committee the 
most important recent event in the field of preparation for a return to a 
world multilateral system of trade and payments has been the complex 
of decisions taken in connection with the prolongation of the European 
Payments Union, including the introduction of the 75/25 per cent gold- 
credit ratio and the adoption of the European Monetary Agreement. These 
decisions represent an important preparatory step on the payment side 
towards a return to convertibility and have provided an incentive for the 
gradual elimination of quantitative restrictions against the dollar area. 
In view of the essential unity of the trade and payments fields in a multi- 
lateral system, they have given additional importance to the Joint Com- 
mittee’s task of examining the prospects for further progress in the reduc- 
tion of quantitative restrictions on imports from the dollar area. Such 
relaxations, apart from their underlying desirability, represent an impor- 
tant: step on the trade side which will facilitate the move to convertibility. 
In this light, the Joint Committee has reviewed hereunder the problems 
arising from the extension of liberalisation and the advantages and possi- 
bilities of further progress. 


A. PROBLEMS ARISING FROM THE EXTENSION 
OF LIBERALISATION 


145. The nature and extent of the problems raised by further dollar 
liberalisation in those Member countries already applying liberalisation 
measures, and by the introduction of liberalisation in those which have 
not yet taken any measures, vary from country to country. The most 
important factor affecting progress is the actual and potential balance of 
payments situation and the state of reserves. Some Member countries 
believe that there is a strong unsatisfied demand for a wide range of dollar 
goods, particularly consumer goods, and that further liberalisation is a 
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potentially costly operation which should give rise to caution, especially in 
those countries whose balance of payments, particularly in gold and dollars, 
has deteriorated in recent months. A second problem of general importance 
raised by some Member countries, although more limited in application, 
is that of the effect of the liberalisation of certain products on the level of 
activity of domestic producers. Finally, considering the importance attach- 
ed by Member countries to the maintenance of the present high level 
of intra~European trade, account should also be taken of the incidence 
of an extension of dollar liberalisation on the level of this trade and of trade 
with the other non-dollar countries. 


OBSTACLES OF AN INTERNAL NATURE 


146. The dollar goods not yet liberalised can be roughly divided into 
two broad groups: first, those essential goods which are not produced in 
sufficient quantities in non-dollar countries to meet the quantitative and 
qualitative needs of the European economy (the goods involved are generally 
certain basic agricultural products, some raw materials, and various types of 
industrial equipment); secondly, a very varied range of less essential durable 
and non-durable consumer goods, including some processed foodstuffs. 


147. As a rule, a very liberal import regime is applied to articles in the 
first group, even when they are not freed because of balance of payments 
difficulties. There is practically no unsatisfied demand for raw materials 
except in a few limited cases where stocks are still below what the industries 
concerned consider normal levels. On the contrary, as regards the second 
group, some Member countries consider that there is an important demand, 
due either to the lower prices charged by the Associated countries or to 
consumers’ preference for certain dollar goods. The tighter the control 
on dollar imports for these goods, the greater is the latent demand, all the 
more so if satisfied only partially from other sources. Several countries 
fear that to free certain of these goods would immediately result in large- 
scale imports which would have serious repercussions on the balance of 
payments and, in some cases, on home production of similar goods. In 
a few cases, demand would be limited to certain categories of consumers 
only, but in others it would be more general and likely to maintain a substan- 
tial flow of imports. But it is difficult to assess accurately the magnitude 
and duration of such demand, in view inter alia of the possibilities of price 
adjustments on non-dollar goods and of the fact that liberalisation would 
lead to more active prospecting of European markets by North American 
exporters. 


148. For particular dollar goods which are also produced in Europe 
liberalisation is impeded by the fact that certain Member countries fear 
their producers are not at present in a position to face competition from 
the dollar area. These fears are based upon the fact that the favourable 
production conditions enjoyed by the dollar area are not generally found 
in Europe; for example, extensive natural resources, strong, effective 
demand favouring mass production, or an important technical lead. As 








218 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


regards this last point, it should be pointed out that, as a result of the 
war and the requirements of post-war reconstruction and reconversion, 
some lines of production have not been able to develop as rapidly in Europe 
as in North America, and that some time will still be needed to make up 
this technical leeway. Some Member countries also have structural prob- 
lems of agriculture, industry and manpower. However assiduously a 
solution to these problems is sought, a certain length of time may sometimes 
have to elapse before they are resolved, and the sudden liberalisation of 
some products might entail a temporary decline in production and employ- 
ment which would only increase the difficulties. Generally, there is less 
mobility of labour and resources in Europe than in North America. 


149. _—_ Liberalisation involves special difficulties as regards some products 
which have been incidentally protected by the quantitative restrictions 
imposed for balance of payments reasons. Such indirect protection 
resulted in shielding some traditional lines of production from dollar 
competition and fostered, since the war, the development in Europe of 
certain new manufactures, sometimes uneconomically. The same dif- 
ficulties exist for certain industries whose creation or expansion was encou- 
raged in the recent past because they produced goods which could replace 
dollar imports and lead to a considerable saving in dollars. On the whole, 
these difficulties touch only limited industrial sectors, but they can be 
very serious when they affect employment or involve the reconversion of 
production. 


EXTERNAL OBSTACLES 


150. For some countries, any further liberalisation towards the dollar 
area gives rise to problems connected with their commercial relations 
with the non-dollar area. These difficulties affect the relations of certain 
countries with their D.O.T.’s and associated monetary areas, towards 
which they have special responsibilities. They also affect certain coun- 
tries’ relations with third countries with which they have had to conclude 
bilateral agreements to maintain their exports, or again with countries 
which depend for their exports on a few key commodities. Some countries 
fear that the reduction of purchases of agricultural produce and raw 
materials from underdeveloped countries may cause the latter’s economic 
position to deteriorate. A decline in their purchasing power might mean 
reduced imports from Europe and therefore a deterioration in the overall 
balance of payments of Member countries. These same countries also 
fear that the liberalisation of manufactured products from the dollar area 
might be achieved at the expense of intra-European trade and therefore 
jeopardise intra-European liberalisation. 


$51. In many countries the difficulties relating to the present and prob- 
able future trends in the balance of payments and in monetary reserves 
have been considered serious. In most Member countries the deficit 
in the trade balances with the dollar area rose during the second half of 
1954 and the first half of 1955. In some Member countries, gold and 
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dollar reserves are still considered to be too low compared with their 
imports and the imports of their associated monetary areas, and to be 
inadequate to cope with rapid or extensive liberalisation. In the United 
Kingdom, gold and dollar reserves fell between the middle of 1954 and the 
end of 1955 and in some Member countries the rate of increase in reserves 
began to slow down. For some Member countries the settlement in 
gold of 75 per cent of their deficits in the European Payments Union 
imposes a greater strain on their gold and dollar reserves than previously. 


152. | Uncertainty is also important in this context especially in relation 
to long-term prospects. Balance of payments prospects in the longer 
run are a matter of concern for many Member countries, who are anxious 
that the liberalisation measures they take can be maintained. This situa- 
tion arises because of the predominant part played in the gold and dollar 
balance of payments of Member countries in recent years by extraordinary 
measures on the part of the United States, whether in the form of aid or 
military expenditure. A stable equilibrium between the dollar and non- 
dollar worlds will only be possible when Europe is able to pay for an increas- 
ing proportion of her dollar imports without recourse to special receipts, 


which are now running at a very high level, since they are bound to decline 
over a period of years. 


153. A particular aspect of this uncertainty arises in connection with 
some aspects of United States trade policy. Difficulties such as delays 
in the assessment of customs duties or the possibility that tariff treatment 
which permits trade in a commodity may later be reversed constitute 
important psychological obstacles and hinder the growth of Member 
countries’ exports. Such considerations naturally affect the long-term 
prospects for the balance of payments of many countries. 


154. Further progress by the United States towards a more liberal 
trade policy, which will allow a further growth of imports from Europe, 
may in the long run be an essential factor, which will become more and 
more important as extraordinary dollar receipts are reduced. It is also 
important that the significant progress already made should not be endanger- 
ed by the use of restrictive escape clauses by the United States. As is 
noted in the preceding chapter, decisions like those relating to customs 
duties on watches and bicycles and the award of the contract for the Chief 
Joseph Dam, have an effect in Europe which goes far beyond the imme- 
diate repercussions on the industries particularly concerned. The same 
applies to flag discrimination. An increase in American overseas invest- 
ments in also a very important factor, but the new measures that the United 
States might adopt in this connection would be ineffective unless they 


were accompanied by action in Member countries to attract American 
capital. 


155. It must also be noted that the United States programmes which 


are connected with the existence of agricultural surpluses are of concern 
to some Member countries, particularly with regard to sales in the currency 
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of the importing country. There is fear that such programmes may give 
rise to distortions of normal conditions of competition and injure Member 
countries that are dependent on the export of the same commodities, despite 
the fact that the sales for local currencies are made at the same price as 
United States exports for dollars and notwithstanding the care with which 
the considerable surplus stocks at present under government control 
are being disposed of. As regards subsidies on raisins and citrus fruit, 
the United States Government has stressed that the latter have been 
recently reduced, and that these subsidies are intended to offset some 
effects of the import restrictions maintained by Member countries against 
these United States products. Nevertheless, it is claimed that these 
subsidies still adversely affect some Mediterranean Member countries 
which are traditional exporters of such commodities and that a relaxation 
of quantitative restrictions on those American goods which benefit from 
subsidies would be detrimental to Member countries which export the 
same goods at prices which would otherwise be competitive, particularly 
when they are the basic products of their export trade. 


B. ADVANTAGES AND POSSIBILITIES 
OF FURTHER PROGRESS 


156. Liberalisation in respect of the dollar area should not, however, 
be regarded merely from the point of view of the difficulties involved. 
There is another aspect, namely that of the benefits of liberalisation and the 
danger to the economy of the countries concerned of the prolonged main- 
tenance of dollar restrictions, and the Joint Committee draws particular 
attention to this aspect of the problem. However valid certain of the 
difficulties invoked by some countries may be, they must not be generalised 
or exaggerated, or regarded as a permanent feature, and in every case they 
must be viewed against the long-term advantages that might accrue from 
liberalisation as well as the dangers involved in retaining restrictions, 
however justified they may be. 


157. Fears of the effects of a high potential demand for certain dollar 
commodities are sometimes based on subjective judgments which tend to 
be generalised, it being extremely difficult to assess the actual extent of 
such demand. The experience of countries which have had liberalisation 
for some time, such as Switzerland or the Belgo-Luxembourg Economic 
Union, has shown that on the whole there is no sudden or massive sub- 
stitution of dollar goods for European products. On the contrary, as soon 
as production conditions returned to normal in Europe it was observed 
that European products replaced certain American products on the Swiss 
and B.L.E.U. markets. In countries which have recently adopted extensive 
liberalisation measures, the increase in imports has mainly reflected increas- 
ed economic activity. In the case of the consumer products freed, no 
general large-scale movement of imports from the dollar area has been 
observed so far. Moreover, before introducing liberalisation measures. 
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some countries have tested in advance the probable market reactions by 
issuing licences automatically for those commodities which they intended 
to liberalise. When it was found after a certain time that there had been 
no undue increase in imports, these countries were able to liberalise imports 
without running any serious risk, and rapid progress towards liberalisation 
was thus secured. It must also be remembered that in some cases the dem- 
and for dollar goods may be limited by the purchasing power of European 
consumers and by the incidence of high tariffs on certain dollar goods 
which compete with national production. 


158. For the rest, the competitive power of dollar commodities must 
not be overestimated, nor should the level of productivity of industry in 
Europe and its capacity to adapt its production and prices be underestimat- 
ed. Indeed, if a Member country has freed for Member and Associated 
countries a given commodity produced in either area without causing a 
substantial increase in imports of that commodity from the Associated 
countries or any considerable alteration in the share of the usual European 
suppliers, this would suggest that the producers of this particular commodity 
in the Member countries are capable of competing with those of the dollar 
area. It should also be noted that certain European commodities already 
compete with dollar goods manufactured in Europe by the subsidiaries 
of American companies. Lastly, in the case of various European types of 
production which are given de facto protection by quantitative restrictions, 
the price adjustments caused by liberalisation would appear not only 
possible but also extremely desirable, as they will generally tend to increase 
the competitive power of European exports. Also it should be borne 
in mind that liberalisation of dollar goods, which are at present sometimes 
procured in third countries, will encourage these countries to increase the 
competitive power of their exports. 


159. As for the effects on the balance of payments, the analysis given 
in Chapter II shows that for a great many freed commodities there has 
been no substantial increase in imports, and that the increases which 
took place mainly resulted from the development of economic activity 
in Europe. Extraordinary receipts from the United States which are 
now running at the very high rate of $2,550 million are bound to decline. 
However, this decline which will be spread over a number of years is estimat- 
ed by the United States Government to amount to no more than $400 to 
$500 million in each of the United States fiscal years 1957 and 1958. More- 
over, as long as the level of United States forces in Europe remains cons- 
tant, United States military expenditures in this connection alone will 
amount to about $1 billion per year. The prospects for direct expenditures 
in other areas should also help dispel many of the hitherto prevailing uncer- 
tainties and facilitate the achievement of a stable equilibrium between 
the dollar and non-dollar worlds. It must also be borne in mind that 
since world conditions are still favourable, since gold and dollar reserves 
of some Member countries continue to rise, all these factors create a favour- 
able atmosphere for progress towards liberalisation in some Member 
countries. 
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160. | While a return to convertibility requires an adequate level of reser- 
ves, it also presupposes an increase in the competitive power of countries 
where it is still inadequate. Dollar liberalisation measures taken before 
the return to convertibility would be likely to clear the way for it, and to 
lessen the risk of strain due to the removal of discrimination during the 
period following the return to convertibility. 


161. Although liberalisation of dollar products might be expected 
to have some repercussions on intra-European trade in the process of the 
re-establishment of competition, it is significant that no adverse reper- 
cussions have been felt so far. Intra-European trade reached a record 
peak in the fourth quarter of 1954 and has remained at much the same level 
since. Record figures were also reached in recent times in the case of 
imports from other areas, especially during the second quarter of 1955 
for imports from D.O.T.’s during the first quarter of 1955 for imports 
from non-member countries of the sterling area, and during the fourth 
quarter of 1954 for imports from other non-dollar countries. However, 
the share of total imports by Member countries accounted for by 
imports from these various areas declined during the first nine months 
of 1955 as compared with the corresponding periods of 1954 and 1953. 
As regards certain primary producer countries, the various assistance pro- 
grammes, in course of execution or planned, should to some extent enable 
them to improve their competitive position in respect of the dollar area. 
However, these points deserve further consideration at future reviews 
of the situation by the Organisation. 


162. It must, however, be considered that the present pattern of trade 
cannot be regarded as unchangeable. It also seems evident that it will 
be impossible to achieve the benefits of a better international division of 
labour without some sacrifice. However, by adopting suitable financial 
and economic policies it should be possible in some cases to facilitate 
economic adaptation while at the same time maintaining a high general 
level of activity. It remains for each country to decide, in full knowledge 
of the facts, which products should be selected for liberalisation, the extent 
of the measures to be taken and the most favourable moment for applying 
them. Lastly, the steady progress made by Member countries is a very 
important psychological argument that will help the governments of Asso- 
ciated countries to resist internal protectionist pressure. 





CONCLUSIONS 


163. Substantial progress has been made since 1953 in the liberalisa- 
tion of imports from the dollar area and the relaxation of quantitative 
restrictions on imports of non-freed dollar commodities. The extent and 
speed of the progress recorded have, however, varied from one country 
to another. (cf. Table 2). On the whole, the level of liberalisation has 
been less for manufactured goods than for food and feedingstuffs and 
raw materials (cf. Table 1). As regards raw materials in particular, liber- 
alisation was facilitated in most cases by the liberal import system applied 
before liberalisation. 


164. _— As regards the effects of liberalisation, the very appreciable increase 
in dollar imports of raw materials and basic commodities (cf. Table 6) 
has been not so much the result of liberalisation itself as of the increased 
economic activity in Member countries. For manufactured goods which 
have been freed by some countries there has not, on the whole, been any 
sudden large-scale increase in imports from the dollar area, especially in 


the case of consumer goods. Although experience in this direction is still 
too recent and limited in extent to form the basis of a valid overall judg- 
ment on the effect of a more generalised liberalisation in this sector, it 
should be noted that, in the case of the Belgo-Luxembourg Economic 
Union and Switzerland, the share of Member countries in imports of 
manufactured goods has steadily increased during the past few years 
(cf. Tables 7 and 8). 


165. As the increase in imports of freed commodities from the United 
States and Canada has taken place against the background of a general 
increase in Member countries’ imports, there has not been so far, on the 
whole, any adverse change in the pattern of imports, particularly as regards 
intra~-European imports or those from other non-dollar countries. Never- 
theless, the increase in imports contributed to the deterioration of the trade 
balance of Member countries with the Associated countries during the 
second half of 1954 and first half of 1955 since exports to these countries 
did not rise above the 1953 level. However, thanks to increased American 
military expenditure in Europe, the current balance of Member countries 
as a whole with the Associated countries still showed a slight surplus 
(cf. Table 9). From the internal economic standpoint, liberalisation 
had no adverse effects on the level of production and employment in 
Member countries, but, on the contrary, seems to have helped to streng- 
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then the capacity of European products to compete with their dollar coun- 
terparts. 


166. The effects so far recorded of the liberalisation of imports of 
goods are largely ascribable to the favourable circumstances in which 
liberalisation has been applied. In point of fact, world prices have shown 
a certain stability, European production has expanded considerably and, 
with the help of the continued high level of extraordinary dollar receipts, 
the reserves of Member countries considered as a whole have continued 
to rise. (cf. Table 10). Moreover, liberalisation has been introduced 
gradually and the necessary precautions have been taken to ascertain in 
advance the reactions on national markets and to avoid disturbing trade 
with other countries. Lastly, liberalisation has so far, in most countries, 
affected manufactured consumer goods to a relatively limited extent. 


167. With regard to invisibles, it seems that liberalisation vis-a-vis 
the dollar area is more general and more extensive than in the case of 
trade (cf. Table 11). However, lack of detailed statistical information 
makes it difficult to assess the impact of such liberalisation on Member 
countries’ balances of payments and on their internal economy. Invisibles 
have special features which have been dealt with in a separate chapter 
of this report. The fundamental problems regarding liberalisation 
are, however, the same for invisibles and trade alike and invisible trans- 
actions cannot be singled out for special conclusions. Although their 
importance may vary from country to country, they form an integral part 
of general economic activities and affect the internal and external equi- 
librium of each country. 


168. In further liberalising invisibles, Member countries will generally 
give preference to those items which will help to increase their productivity 
and improve their international competitive position. As long as Member 
countries continue to fear an outflow of capital for which Canada and the 
United States have special attractions, they will maintain restrictions on a 
number of invisible items in connection with which this danger might 
particularly arise. The steady improvement in the monetary situation 
seems likely, gradually, to dispel such misgivings. Some Member 
countries have already made considerable progress in the liberalisation 
of invisible transactions and some have even achieved total liberalisation. 
It would be worth while if the countries with a very low degree of liberali- 
sation for invisibles were to liberalise some items as an experiment. They 
would thus be able to assess what effects wider measures would have on 
their balance of payments. 


169. Because of the advantages of liberalisation and the serious draw- 
backs involved in prolonging the maintenance of restrictions affecting 
the dollar area, Member countries have every interest in continuing their 
efforts towards the gradual abolition of these restrictions. The world 
situation remains favourable, the reserves of Member countries, considered 
as a whole, continue to rise and extraordinary expenditure by the United 
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States in Europe will still remain at a high level for some time to come. 
It seems therefore that there is room for a further advance in liberalisation 
especially in countries which have so far freed few or no commodities in 
one or all of the three main categories of products, insofar as the situation 
of their balance of payments and reserves is, on the whole, satisfactory. 


170. Clearly the scope of these efforts and the speed with which they 
can be carried out depend on the position in each country and the particular 
obstacles encountered. Some countries are at present concerned about 
the existence of internal inflationary pressures and the deterioration of their 
trade balance with the United States and Canada and therefore hesitate 
to embark on extensive liberalisation measures at the present time. These 
countries are anxious to see how the corrective measures they have taken 
will affect their internal position and how their imports from the United 
States and Canada and their exports to those countries will develop during 
the coming months. It should, on the other hand, be noted that some coun- 
tries possessing substantial reserves have used liberalisation in respect 
of the dollar area to combat internal inflationary pressures. 


171. It must also be remembered that the further Member countries 
advance towards liberalisation, the greater will be their difficulties in the 
choice of commodities to be freed. While the need to abolish discrimi- 
nation towards the dollar area must be accepted as the long-term objective, 
it is clear that there are some products for which, for varying reasons, it 
will be difficult to remove quantitative restrictions in the near future. 


172. Furthermore, the liberalisation of imports of goods, invisible 
transactions and transfers vis-a-vis the dollar area on a stable basis implies 
an increase in European visible and invisible earnings as well as greater 
exports of American capital. Exceptional receipts which have helped to 
increase the foreign exchange reserves of Member countries can be expect- 
ed to decline gradually from the present high level of $2.6 billion to cer- 
tainly no less than $1.6 billion by 1958. Thus, it is clear that much remains 
to be done by Member countries to expand their exports to North America 
and encourage investments of American capital in Europe. But none- 
theless it remains that the United States bears a great responsibility because 
of its economic strength and position as the world’s major creditor. The 
recent measures taken by the United States are encouraging but do not 
remove some of the current uncertainties and difficulties which hinder 
Member countries from attaining a sound and stable equilibrium of their 
balance of payments with the dollar area. Further measures are therefore 
desirable in order to assist in the creation of firm and lasting foundations for 
a multilateral system of trade and payments free from the restrictions 
which have hampered the growth of world trade. 


173. The elimination of the remaining obstacles to the expansion of 
international trade, regardless of their nature, is the common objective 
of Member and Associated countries and any steps in this direction on one 
side of the Atlantic will make action easier for the other side. Therefore, 
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progress towards further liberalisation of imports from the dollar area 
will be facilitated by an exchange of views between Member and Associated 
countries on the problems affecting their commercial relations and by a 
confrontation of the steps taken to eliminate barriers to international 
trade. Individual progress by Member countries towards liberalisation 
in respect of the dollar area might also be encouraged through the sharing 
of the experience gained by each in liberalisation and discussion in the 
O.E.E.C. of the difficulties encountered. The Joint Committee therefore 
recommends to the Council that a further review of the situation should 
be made in due course on the basis of a new questionnaire to be sent to 
Member countries. In view of the help afforded in the preparation of 
this report by the discussions of the “ ad hoc ” Group of Experts from the 
various capitals, the Joint Committee considers that it would be advisable 
to convene another meeting of experts in connection with the next review 
of the situation. 








ANNEXES 
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ANNEX I 


BREAKDOWN OF IMPORTS FROM THE UNITED STATES AND CANADA 


According to the import regime in force on 1st Fanuary, 1956 
and on the basis of imports in 1953 
Million U.S. dollars. 





























PRIVATE TRADE 
9S - a = 
COUNTRIES i Si 3 un f : ‘ z ‘ : 
| 

PEE) RES | EEE 
5 3 3 
Re, on ecea tines 505.5 | 202.1 | 303.4 | 206.6 59.0 | 116.9 30.6 
MeN, 25, 325. \cus ibeecees 81.4 3.6 77.8 6.0 1.5 3.2 1. 
NE ist ss) ibn Nell 5910; — 591.0 | 512.0 | 217.0| 117.0| 178.0 
Denmark..............00000- 45.2 0.1 45.1 24.6 11.6 7.0 5.9 
DG Saris S005cal vvab eee 420.2 79.3 | 340.8 37.9 — 15.2 22.7 
RG. era. eb cea ¢ 00050 3% 49.7 14.5 35.2 34.8 14.5 4.7| 15.6 
a ome eg une 62.4| 29.6 32.8 4.8 1.1 3.5 0.2 
eo eg weak e 18.8 0.8 18.0 6.0 3.1 1.0 1.9 
TN ee ae ee 349.6 56.4 | 293.2 71.7 0.6 64.4 6.6 

NG kiw'dsanian nes cenweaee 116.2 30.0 86.2 — — — — 
RO nlc cl oe 35.6, — 35.6 18.7 13.5 0.7 | 44 
United Kingdom............ 1,565.0| — /1,565.0| 869.0| 454.0 | 397.0 18.0 
Cn Fo oe 132.0 12.0| 120.0 76.7 5.0 21.5 | 502 
Switzerland ................ | 191.5 47.2| 1443] 1418 17.4 37.7| 86.7 

SN iis cuwchu caches | el. os | oe) — | -—-j- 
Ge i itt anata | 4,226.0 | 475.6 | 3,750.4 | 2,011.0 | 798.6 | 790.1 | 422.3 





Note. Category I: Food and Feedingstuffs. 
Category II: Raw materials. 
Category III: Manufactured products. 











CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 229 


ANNEX II 


PERCENTAGES OF FREED IMPORTS AS AT list JANUARY, 1956 
TO PRIVATE IMPORTS FROM THE UNITED STATES 
AND CANADA RESPECTIVELY, ON THE BASIS OF 1953 IMPORTS 











In percentage. 
UNITED STATES CANADA 

| } } } 

CAT. | CAT. | CAT. CAT. | CAT. | CAT. | 
I en im | =! ; I | Il ome 
asi S55 oleae cde Sse aes 77 60 | 78 67 26 79 | 71 | 78 
Pe Oe ee eee 4|15/ ll 7 0.4, 26 | 0.2) 13 
SO OS. un US scedbacde dd 83 | 79 | 88 | 84 | 99 | 100 | 91 | 98 
DE, 28s vin She cccsicced’ 77 | 45 | 41 54 | 50 | 72 | 50 | 67 
DUI es 63. COs ob oC is de cae coat —{ S141 © | = | 37] 20/33 
GE... Oe Oe. cccee cae 100 | 100 | 98 | 99 0 | 100 | 100 | 100 
SI Sick Ob de coscdeee 5/31 | 3} 10 | 80| 83 0 | 43 
BS |. PSs cn CSs ds cet. deck 84 | 77 | 14 | 32 |100 | 0 |100 | 71 
ee. 00... 0. . Leeda ct 3|40| 6| 2% 0| 0 | 3] 38 
OS ee ee eee 97 | 16 | 27 | 52 | 69 | 70/ 11 57 
United Kingdom............... 45 | 48 | 5| 3 | 922] 83| 5| 7 
eR se. Boia aa Bet 71 | 64 | 65 | 65 0 | 33 | 50 | 40 
UNS Gl. sc vadestcecees 94 |100 | 98 _ 98 | 98 80 | 100 | 100 99 


Total value of freed imports (3 mil- | 
ee oe edn aaanneen 377. 4 455. 7| 397.4) paees 424. 2 333.3) 25.8 779.8 


Percentage of freed imports as} 
compared: 
a) with total private imports of 

all Member countries com-| 

WOE 0 ks hesendewnewgecal 56 46 | 39 | 46 91 | i} MW | 72 
+) with total imports of all 

Member countries combined} 41 45 | 38 | 42 66 | 75 | 


Nore. A zero indicates that there have been no imports of freed products from Canada in 1953. 
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ANNEX III 


PERCENTAGE OF IMPORTS AT PRESENT UNDER STATE TRADING 
ON THE BASIS OF IMPORTS FROM THE UNITED STATES AND CANADA IN 1953 


In percentage. 


UNITED STATES AND CANADA 
COUNTRIES APPLYING) —_———_ —_— 


STATE TRADING 


Total imports under 
State trading ($% 


Percentage of such 

imports as compar- 
ed with: 

a) Total imports 

of the above 

countries .... 

6) Total imports 

of all Member 

countries com- 

10 27 0.02 


Nots. A dash indicates that there is no State trading in the catego 
A zero indicates = for the products under State trading, th there have been no imports from the United States 
or Canada in 195 
In 5 the United Kingdom and Turkey, no product under State trading has been imported from the United 
States and Canada in 1953. 
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ANNEX IV 


STATE TRADING IN FOOD AND FEEDINGSTUFFS 


NORWAY 


ST 


Prd teadeed 
pbaaibikg 


I 











Wines and must... 
Cider, fruit juice... 
Alcoholic beverages . 


Vegetable oils 
Vegetable and animal 
fi 


g 
FE 


| 3 











UNITED 


SETCRERGS KINGDOM 


~” 
311 








PrPd ed bed 
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CC eC es 


“” 
4 
0 


trading. 
Nots. The Secretariat has no information concerning State trading in Iceland. 
SSS 
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ANNEX X 


SUMMARY OF REPLIES RELATING TO INVISIBLES RECEIVED FROM 

MEMBER COUNTRIES TO THE QUESTIONNAIRE ON THE 

RELAXATION OF QUANTITATIVE RESTRICTIONS ON IMPORTS 

OF GOODS AND RESTRICTIONS ON INVISIBLE TRANSACTIONS 
AND TRANSFERS RELATING TO THE DOLLAR AREA 


1. LIBERALISATION TOWARDS CANADA AND THE UNITED STATES OF EACH ITEM OF 
ANNEX B TO THE CODE OF LIBERALISATION “ LIST OF INVISIBLE TRANSACTIONS ”. 


The replies relating to each item have been condensed. Where the name of a 
Member country is followed by a line (—) no information has been given. 


NOTES 


1. It is understood that Greece pursues a liberal policy with regard to Invis- 
ibles which applies equally to Canada and the United States as well as to other 
Member countries. For all items where it is not the general practice of the Greek 
authorities to grant permission, special applications are dealt with in a liberal manner. 

2. The Swedish Delegation has stated that all types of invisible transactions 
and transfers towards the dollar area, except Tourism, are in most cases treated 
in the same way as those relating to the O.E.E.C. area; for tourism, see information 
under “Chapter I, C/1”. 


Chapter I, A/l. MARITIME FREIGHTS 


Authorisation is required and granted subject to 
verification of facts. 


Free. 

Payments for foreign ships chartered to carry goods 
between foreign ports are subject to permission 
from Danmarks National Bank. Such permission 
will generally be granted only when the freights 
are payable in U.S. or Canadian dollars. 
Automatically authorised except for cabotage and 
chartering. For chartering, special authorisation 
must be obtained from the Ministére de la Marine 
Marchande. 

Free except chartering of ships outside the regular 
liner service. 

See note 1. 

Authorisations are granted on merits of each case. 


Automatically permitted. 
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Except for charters, transactions do not require autho- 
risations. Charters are covered by a general autho- 
risation system, provided the contract involved is 
with residents of the United States or Canada and 
the vessel sails under the United States or Canadian 
flag. This also applies to the chartering by Nether- 
lands shippings companies of vessels intended to 
be used for regular services. All transfers are free 
under general authorisation or permitted on appli- 
cation. 


Applications are automatically granted. 
See note 2. 
Free. 


Not liberalised, subject to authorisation which is 
granted on merits of each case. 


Free except for tanker freight and charter hire 
which are permitted on merits. 


INLAND WATERWAY FREIGHTS 
Authorisation is required and granted according to 
the merits of the case. 

Free. 

Free. 

Authorised subject to verification of facts. 


Automatically permitted except for the use of foreign 
shipping space in domestic traffic of goods. 


See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 

Free. 


Authorisation is required and granted on non-dis- 
criminatory basis. Corresponding transfers may 
be carried out automatically or under “all licences 
granted” system. 


Transfers are authorised if they arise in connection 
with Norwegian imports or exports. 


See note 2 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, A/3. ROAD TRANSPORT 


Authorisation is required and granted according 
to the merits of the case. 


Authorised subject to verification of facts. 
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SWEDEN 
SWITZERLAND 
‘TURKEY 


UNITED KINGDOM 


See note 1. 


Authorisations are granted on merits of each case. 
Automatically granted. 


Authorisation is required and granted on non-discri- 
minatory basis. Corresponding transfers may be 
carried out automatically or under “all licences 
granted” system. 


Transfers of freight are authorised if they arise in 
connection with Norwegian imports or exports. 
Chartering is authorised on the merits of each case. 


Transfers of passenger fares are authorised for 
Norwegian citizens. 


See note 2. 

Free. 

Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, except that non-business passenger transport 
is restricted to direct return journeys. 


I, A/4. AIR TRANSPORT 


Authorisation is required and granted according to 
the merits of the case; private travels are not 
authorised. 


Free. 
Free. 
Authorised in accordance with the Code of Libera- 


lisation (which applies to Member countries) subject 
to the relevant French reservations. 


Free. 
See note 1. 


Authorisations are granted on merits of each case. 
Automatically permitted. 

Free. 

Transactions are free except for charter transac- 


tions. Corresponding transfers may be carried out 
automatically or under “all licences granted” system. 


Transfers of freight are authorised if they arise in 
connection with Norwegian imports or exports. 
Chartering is authorised on the merits of each case. 
Transfers of passenger fares are authorised for 
Norwegian citizens. 

See note 2. 


Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free except that non-business passenger transport 
is restricted to direct return journeys. 
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Chapter I, A/5. TRANSPORT SERVICES 


PPE) ois ceticouvanee For Maritime transport, authorisation is required 
and granted subject to verification of facts. For 
Inland Waterway transport and Road transport, 
authorisation is required and granted according 
to the merits of the case. 


END: Sos rinecc eee cres Free. 

TRIE «6 cs cwiess » 400 Free. 

ss vv cei ecoresines Authorised subject to verification of facts. 
Ge 66 «5 POR H Free. 

ahs Baka oent atiw See note 1. 

SOUND: 308255... o58. SER Authorisations are granted on merits of each case. 
RY .dasxencwevecs aun Automatically permitted. 

PNET. ee aon eee Transfers arising from voyage—and emergency 


repairs (maritime transport only)—are free. Other 
transfers are subject to authorisation, which depends 
on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. Applications are always granted if the 
transfer concerns a duly authorised import trans- 
action. 


NETHERLANDS .........+.- Transactions are free. Corresponding transfers 
may be carried out automatically or under “all 
licences granted” system. 


NNN: .. 222 50. REARS Applications are automatically granted. 

| rer eer rt See note 2. 

SWITZERLAND ............ Free. 

EE i ds ais wo wae Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ........ Free subject to verification of facts or establishment 
of bona fides. 


Chapter I, A/6. WAREHOUSING, ETC. 


Re sch d eck sicews Authorisation is required and granted subject to 
verification of facts. 

ie ac at canecdhen Free. 

DIMER iss ows caw. denies Free. 

PREES... Fo 20 6 PNAS. Authorised subject to verification of facts. 

CG os AVES Free. 

Gn tiks Sac skennseionn See note 1. 

IOURAMciecsiies . cok. eR Authorisations are granted on merits of each case. 

rere rrr Automatically permitted. 

 ciwscatcsnscewese Free. 

NETHERLANDS ..........-- Transactions are free. Corresponding transfers 


may be carried out automatically or under “all 
licences granted” system. 


NOOMAR ; . cancenar. 22008 Applications are granted provided that goods in 
transit to or from Norway are concerned. 
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SD ncctsb awe  < See note 2. 

SWITZERLAND ............ Free. 

TU bi Hee wac eee w ees fa Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM......... Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, A/7. CUSTOMS DUTIES AND FEES 


AU S22 RS Authorisation is required and granted subject to 
verification of facts. 

po ee ere Free. 

DENMARK........00000005 Free. 

FR bts ek kde cacte Authorised subject to verification of facts. 

GUE. dccczis. ns oes Free. 

Cs sea Repdwserasdne See note 1. 

MEE Sika abi enercamwan Authorisations are granted on merits of each case. 

TRI. 0505 6 ECE od Automatically permitted. 

Ds aces 5 oe hoes Transfers are subject to authorisation, which depends 


on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. Applications are always granted if the 
transfer concerns a duly authorised import trans- 
action. 


NETHERLANDS ...........- Transactions are free. Corresponding transfers 
may be carried out automatically or under “all 
licences granted” system. 


NORWAY 2.86628. DORE Applications are granted provided that goods in 
transit to or from Norway are concerned. 

EE Stic atinns bak dike See note 2. 

SEPM 6 cccecccccs Free. 

Tai ti wis cs kis uuser Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ........ Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, A/8. TRANSIT CHARGES 


QR. Sdaacncapatetaes Authorisation is required and granted according 
to the merits of the case. 

Rc ibe ese peennss Free. 

ans ndsaahaatban Free. 

FUG ict bs dewentensaes Authorised subject to verification of facts. 

CN sv Nee cadeesee Free. 

GR iW nics seaulede See note 1. 

SE Weds <'h'c machete chal Authorisations are granted on merits of each case. 

EE Automatically permitted. 

SN soe vats saan yee wes Free. 
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NETHERLANDS ............ Transactions are free. Corresponding transfers 
may be carried out automatically or under “all 
licences granted” system. 


NORWAY ...<.....oens sds Applications are granted provided that goods in 
transit to or from Norway are concerned. 

ME sc onmacon ae kumi See note 2, 

ks | es Free. 

EE fox ne woin tanise tes Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ........ Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, B/l. REPAIR AND ASSEMBLY CHARGES, 
PROCESSING, FINISHING, ETC. 


PRUNE kk one ce eeen se Rees Authorisation is required and granted subject to 
verification of facts. 

ECOL, Nes acters annals Free. 

ROI 6. civic scctcacwauel Payments for processing, finishing, etc., of commo- 


dities that cannot be imported freely from United 
States and Canada are subject to permission from the 
Directorate of Supplies. No application for such 
payments has been received in recent years. 


PRMCBice. ication. Authorised subject to verification of facts. 


SING sous cee aae eae Repair and assembly charges free up to DM 100,000 
(23,800 U.S. dollars), Any additional amounts 
are granted after verification of facts. Precessing, 
finishing, etc., are free, except where finished goods 
in question are subject to import quotas. 


oo ear Pita et cic See note 1. 

PO os Siw ieewsics Authorisations are granted on merits of each case. 
ORD: ic cicudavadweriewda Automatically permitted. 

SEO #0 invav sae exe Free, for processingand finishing. Transfers for repair 


and assembly charges are free up to the equivalent of 
800 U.S. dollars. 


NETHERLANDS ............ Transactions referring to repair are free. Trans- 
actions referring to assembly charges, processing 
and finishing are free provided the finished goods 
are mentioned in the liberalisation list vis-a-vis the 
dollar area. Corresponding transfers may be carried 
out automatically or under “all licences granted” 


system. 

PRE 5 ok S28 s ASS Authorisation is required and granted on merits 
as far as repair and assembly charges are concerned. 

Pree err rrr rr See note 2. 

SWITZERLAND ............ Free. 

CINE a: Su suey oi aed Poenius Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ........ Free, subject to verification of facts or establishment 


of bona fides. 


= —_ —_— 
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Chapter I, B/2. REPAIR OF SHIPS 
AND OTHER MEANS OF TRANSPORT 


AUR x Sas adcayxaewes Authorisation is required and granted subject to 
verification of facts. 

BkcMsll is ais0as 020 cesdies Free. 

DG acs e cadeseeres Payments for major repairs of Danish ships in foreign 


shipyards are subject to permission from the Ministry 
of Commerce, Industry and Shipping. No appli- 
cation for such payments has been received in recent 


years. 

PRs ct ade suse aamae’ Authorised if repair cannot be carried out in France 
and if sanctioned by Ministére de la Marine Mar- 
chande. 

GE ci 6 2 kccciccdeaads Free except for amounts exceeding DM _ 100,000 


(23,800 U.S. dollars) which are authorised after 
verification of facts. 


GRMMBIG HVOS SPOT See note 1. 

LO ec cadences ssahen Authorisations are granted on merits of each case. 
IRMA A acawiie ctiw aha ode Automatically permitted. 

POOP OST. fee Transfers are subject to authorisation, which depends 


on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. 

NRTA 6 oii ccccass Transactions are free. Corresponding transfers may 
be carried out automatically or under “all licences 
granted” system. 


PRE evens tncdciuccds Authorisation is not normally given to carry out 
major repairs in the United States or Canada. 

SWE Esc 54. CERVU. OX See note 2. 

SWITEEAD 5.6 cecicseec Free. 

FORukid teianed cee Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ........ Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, B/3. TECHNICAL ASSISTANCE 


PON io oii sc kc teenies Authorisation is required and granted subject to 
verification of facts. 

Bi Brees « 03. eI Free. 

Ls 655 c0 edeaap oe Free. 

PRM so hcctesvecweesns Authorised subject to verification of facts and 
favourable advice of Ministére de |’Industrie et du 
Commerce. 

GURMAMY wis ciaas cadne ote Free. 

Ges o2 5 CLO. See note 1. 

RGR sasicin es dine ea Authorisations are granted on merits of each case. 

MN Gees iaGacasess Automatically permitted. 

TEMS Seis vicksuesawa cet Transfers are authorised on the merits of each 


case. 
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NETHERLANDS ............ Transactions require authorisation, which is granted 
if terms are reasonable. Corresponding transfers 
may be carried out automatically or under “all 
licences granted” system. 


PO ioc cartence Rivay Authorisation is required and some applications are 
granted automatically while others are treated accord- 
ing to their merits, especially in cases of “know- 


how”. 

SWUM Se. as. BN See note 2. 

SWITZERLAND ............ Free. 

TU atin a See te a as Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ........ Transfers are permitted on merits. 


Chapter I, B'4. COMMISSION AND BROKERAGE, ETC. 


WOIIGTA. oswicccecsedsti For commission and brokerage, banking commissions 
and charges, authorisation is required and granted 
subject to verification of facts. For profits arising 
out of transit operations or sales of transhipment 
and for representation expenses, authorisation is 
required and granted according to the merits of 


the case. 
MRE Waa cscs Ode eee Free. 
Lan SS.) . Seay Free. 
SUES Seccknrccoceaceay Authorised subject to verification of facts. 
is sais nner canted Free. 
GORNGB). 56. arte. .bei " See note 1. 
PGND a hdc Ge cdeieas Authorisations are granted on merits of each case. 
SE. osc ncases ounmads Automatically permitted. 
PRRs SOIR. Transfers related to brokerage, banking commission 


and charges, representation expenses (the latter 
up to the equivalent of 800 U.S. dollars) are free. 
Other transfers are subject to authorisation, which 
depends on the value of the transaction concerned 
to the Italian economy, each case being examined 
on its merits. Applications are always granted if 
the transfer concerns a duly authorised import 
transaction. 


NETHERLANDS ............ Transactions are free. Corresponding transfers 
may be carried out automatically or under “all 
licences granted” system. Representation expenses 
are authorised subject to establishment of bona 
fides. 


PURE kai ds ane deutuese Commission, brokerage and earnings on transit oper- 
ations or sale of transhipment are free if the trans- 
action is concluded in dollars, other cases are decided 
on their merits. An extra amount of foreign cur- 
rency may be granted for representation expenses 
in addition to the business travel allowance. 


ala aoe hs Ei See note 2. 
SWITZERLAND ............ Free. 
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Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, B/5. ADVERTISING 


Authorisation is required and granted subject to 
verification of facts. 


Authorised subject to verification of facts. 


See note 1. 
Authorisations are granted on merits of each case. 
Automatically permitted. 


Transactions are free up to 263 U.S. dollars. Higher 
amounts are authorised subject to establishment of 
bona fides. Corresponding transfers may be carried out 
automatically or under “all licences granted” system. 


Applications for advertising expenses are normally 
granted. Transfers of publicity expenses are autho- 
rised on the merits of each case. 


See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Reasonable transfers for advertising on the dollar 
market. No transfers for advertising on the United 
Kingdom market, with exception of payments in 
connection with United Kingdom television which 
are considered on their merits. 


Chapter I, B/6. BUSINESS TRAVEL 


Authorisation is required and granted subject to 
verification of facts. 


Free. 


Foreign exchange dealers may supply up to 30 U.S, 
dollars per day. Additional amounts are subject to 
permission from Danmarks National Bank. Appli- 
cations for extra currency for representation, etc., 
are treated liberally. 


Allowance of 600 U.S. dollars per annum plus 
20,000 frs per journey, as well as free drawings on 
E.F.A.C. accounts. 


Free up to DM 1,500 per voyage (350 U.S. dollars) 
plus maximum DM 150 (35 U.S. dollars) per 
diem for 45 days. Any additional amounts are 
granted after verification of facts. 


See note 1. 
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RON. OORT IR. ... Authorisations are granted on merits of each case. 
ID 6: eae Wie sonore mats Automatically permitted. , 
ROMEE Gees acuss Gwaaeros The recognised banks can, on their own initiative, 


grant the exchange value of 130,000 Lire per annum 
per person (208 U.S. dollars). Additional amounts 
are subject to authorisation granted on the merits 
of each case. 


NETHERLANDS ............ Up to 263 U.S. dollars, free. Higher amounts are 
authorised subject to establishment of bona fides. 
Tickets for travel in any part of the world by any 
regular transport service may be purchased without 
restriction. 


DOORIGAY. hace nee + 660605 o% Banks may grant up to 30 U.S. dollars per day. 
Fares may be paid in Kroner. 


Eee See note 2. 
SWITZERLAND ............ Free. 


DEE kaeniccdacanmencn Not liberalised; subject to authorisation which is I 
granted on merits of each case. I 


UNITED KINGDOM ....... Free, subject to verification of facts or establishment 
of bona fides. 


— yy Fe wet bee oe 


Chapter I, B/7. PARTICIPATION IN OVERHEAD EXPENSES 


POSTE aca ccticac ee ee en Authorisation is required and granted subject to 
verification of facts. 


Ni heen s dcnauwmas Free. N 
NE cca icineaueae Free. 
PE. oo ck oe ees Authorised subject to verification of facts. 


IN sco csi eoupenia Free except for amounts in excess of DM 250,000 
per annum (59,520 U.S. dollars) which are granted T 
after verification of facts. 


ee See note 1. U 


POLAND 4.0... 0304008 Ote Authorisations are granted on the merits of each 
case. 


TOREAMD ocscicccaccudlay Automatically permitted. 


I ois Se bie a teen enact Transfers are subject to authorisation, which depends 
on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. D 


NETHERLANDS ............ Transactions require authorisation, which is granted Fi 
subject to verification of facts. Corresponding G) 
transfers may be carried out automatically or under 
“all licences granted” system. G 


OEY cd nd cde we wawer Authorisation is required and the decision is usually Ic 
made at the time of the investment in companies 
established in Norway prior to the war. Consider- IR 
ation is given where it has been the habit in previous 
years to meet such expenses from Norway. Where 
no previous arrangements exist, applications are 
granted on their merits. 


SWEEM cwe ccc de eteeted See note 2. 


SWITZERLAND ............ Free. 
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TURE Osocs. 24 asec. es Not liberalised; subject to authorisation which is 
granted on merits of each case. 
UNITED KINGDOM ....... Transfers permitted on merits. 


Chapter I, B/8. CONTRACTING 


NE 6 etek Authorisation is required and granted according to 
the merits of the case. 

BSI d 6c o:aikie es ees Free. 

DOAAE 5 sem va ccante Been Free. 

PR Fis irecaceaeeres Authorised subject to verification of facts. 

tC. eee ee ee Free. 

a ch 5G5 Sees See note 1. 

TORRID on'esicee en's cn ce Authorisations are granted on the merits of each 
case. 

TRI 6. Gk Shed oes Automatically permitted. 

THRO aes. .253e  TUBTH Transfers are subject to authorisation, which depends 


on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. 


NETHERLANDS ............ Authorisation is required and granted subject to 
verification of facts. Corresponding transfers may 
be carried out automatically or under “all licences 
granted” system. 


NONWS8 550. 30. DOLCE Authorisation is required and granted according to 
the merits of each case. 

ON, iii icine Ns ceed ie See note 2. 

SWIM «oc kes cicnes Free. 

"DEE twa cesta oa cies Not liberalised; subject to authorisation which is 


granted on merits of each case. 
UNITED KINGDOM ....... Transfers permitted on merits. 


Chapter I, B/9. DIFFERENCES, MARGINS AND DEPOSITS 


AM BOS YS. OR Authorisation is required and granted according to 
the merits of the case. 

Esa ree cecmase Free. 

DR ieee chennt> aad Free. 

PU eons trade oan Authorised subject to verification of facts. 

GROANB iis. oa. 229000. 2 Free. 

Ges soe <n ko ohana See note 1. 

oe Authorisations are granted on the merits of each 
case. 

i! Per etree ere Automatically permitted. 

SUE Ueaviceiadcadvinse Transfers are subject to authorisation, which depends 


on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. Applications are always granted if the 
transfer concerns a duly authorised import trans- 
action. 
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NETHERLANDS Transfers may be carried out under a “general licence 
system”. 

NorRWAY Authorisation is required and is granted in all cases 
of bona fide business transactions previously approved 
in principle by the Bank of Norway. 

See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides, 


Chapter I, C/l. TOURISM 


No authorisations are granted. 


Foreign exchange dealers may supply up to 100 U.S. 
dollars per person per calendar year. Additional 
amounts are subject to permission from Danmarks 
National Bank. Applications are considered indi- 
vidually. 


Allowance of 600 U.S. dollars per annum plus 
20,000 frs (57 U.S. dollars) per journey. 


Free up to DM. 1,500 (357 U.S. dollars) per voyage 
upon presentation of entry visa. Any additional 
amount is granted after verification of facts. 

See note 1. 


Authorisations are granted on the merits of each 
case. 


No allowance granted. 


The recognised banks can, on their own initiative, 
grant the exchange value of 130,000 Lire per annum 
per person (208 U.S. dollars). 


263 U.S. dollars may be transferred per journey. 
Where there are good reasons this may be increased. 
Tickets for travel in any part of the world by any 
regular transport service may be purchased without 
restriction. 


An allowance of 75 U.S. dollars is granted if the 
applicant has a visitor’s visa for Canada or the United 
States. 


An allowance of 290 U.S. dollars is granted per 
person per year to the United States or Canada. 


Free. 


Not liberalised; permissible only under special 
authorisation. 


No allowance granted. 


Chapter I, C/2. TRAVEL FOR EDUCATION 


Authorisation is required and granted subject to 
verification of facts. 
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Chapter I, 


Foreign exchange dealers may supply up to 300 
U.S. dollars per person per year for study visits 
approved by the Denmark-America Foundation or 
by the National Council of Danish Nurses. 
Additional amounts are subject to permission from 
Danmarks National Bank. Applications are con- 
sidered individually. 

Authorised subject to verification of facts. 


Free up to DM 1,500 (357 U.S. dollars) per 
voyage upon presentation of entry visa. Any addi- 
tional amount is granted after verification of facts. 


See note 1. 


Authorisations are granted on the merits of each 
case. 


Automatically permitted. 


The recognised banks can, on their own initiative, 
grant the exchange value of 130,000 Lire per annum 
per person (208 U.S. dollars). They can also 
grant sums up to the exchange value of 100,000 Lire 
per annum (160 U.S. dollars) for educational fees. 
Additional amounts are subject to authorisation, 
which is granted on the merits of each case. 


Authorisation is granted subject to establishment 
of bona fides. Tickets for travel in any part of the 
world by any regular transport service may be pur- 
chased without restriction. 


For study at a number of higher colleges in Canada 
or the United States dollar exchange is granted if 
the applicant can prove that he has been accepted 
and that his general education is of a corresponding 
standard. Normally this applies only to universities 
and higher educational institutions. 


See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


School education only in exceptional circumstances. 
University education for post-graduate courses and 
for undergraduate courses of importance to the 
student’s career and unobtainable elsewhere. Normal 
limit £1,000 per annum for university education 
(2,800 U.S. dollars). 


C/3. TRAVEL FOR HEALTH 


Authorisation is required and granted according to 
the merits of the case. 


Free. 


Foreign exchange dealers may supply upto 100 U.S. 
dollars per person per calendar year. Additional 
amounts are subject to permission from Danmarks 
National Bank. Applications are considered indi- 
vidually. 
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NETHERLANDS ............ 


Authorised subject to verification of facts. 

Free up to DM 1,500 (357 U.S. dollars) per voyage, 
upon presentation of entry visa. Any additional 
amount is granted arter verification of facts. 

See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 


The recognised banks can, on their own initiative, 
grant the exchange value of 130,000 Lire per annum 
per person (208 U.S. dollars). They can also grant 
sums up to the exchange value of 100,000 Lire 
(160 U.S. dollars) for medical treatment. Addi- 
tional amounts are subject to authorisation, which is 
granted on the merits of each case. 

Authorisation is granted subject to establishment of 
bona fides. Larger amounts are granted after inves- 
tigation. Tickets for travel in any part of the world 
by any regular transport service may be purchased 
without restriction. 

Authorisation is required and granted according to 
the merits of the case. 


See note 2. 

Free. 

Not liberalised; subject to authorisation which is 
granted on merits of each case. 

Allowed only for medical or surgical treatment not 


obtainable elsewhere. Normally up to £5 per day 
(14 U.S. dollars). 


TRAVEL FOR FAMILY REASONS 


Authorisation is required and granted according to 
the merits of the case. 


Free. 

Foreign exchange dealers may supply up to 
100 U.S. dollars per person per calendar year. 
Additional amounts are subject to permission from 
Danmarks National Bank. Applications are consi- 
dered individually. 

Tourist allowance plus minor amounts if justified. 
Free up to DM 1,500 (357 U.S. dollars) per voyage, 
upon presentation of entry visa. Any additional 
amount is granted after verification of facts. 

See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 

No special allowance. The tourist allowance may 
be used. Authorisation is required to obtain any 
further allowance and is granted according to the 
merits of the case. 


Up to 263 U.S. dollars free. Larger amounts are 
granted for visits to relatives once removed after 
investigation. Tickets for travel in any part of 
the world by any regular transport service may be 
purchased without restriction. 
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NORWAY Persons able to show a visitor’s visa for Canada or 
the United Stages may be allowed 75 U.S. dollars. 


See note 2. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


The amount of 100 U.S. dollars is allowed for a visit 
to a close relative. 


Chapter I, D/1. SUBSCRIPTIONS TO NEWSPAPERS, 
PERIODICALS, ETC. 


Authorisation is required and granted subject to 
verification of facts. 


Free. 

Free. 

Authorised subject to verification of facts. 
Free. 

See note 1. 

Free. 

Automatically permitted. 

Free. 


Up to 52 U.S. dollars free. If reasons are stated 
to the authorised bank transfers up to 263 U.S. 
dollars are free under general authorisation. Larger 
sums are granted only after establishment of bona 
fides. 


Subscriptions are free but other importation is subject 
to licence. 

See note 2. 

Free. 

Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free subject to verification of facts or establishment 
of bona fides. 


Chapter I, D/2. FILMS 


Authorisation is required and granted according to 
the merits of the case. 


Free. 


Free except that payments of film licences for films 
which have not been produced for account of a dollar 
country are subject to permission from Danmarks 
National Bank. Applications for such transfers 
are not normally granted. Films with Danish text 
and sound are subject to import licences which are 
not normally granted. 


Subject to quota and limited to total of 200,000 U.S. 
dollars per month for all imports of films. 


83979 O—56—pt. 1——-17 
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The import of films and film services are permitted 
within certain defined limits. 

See note 1. 

Authorisations are granted on merits of each case, 


Authorisations granted according to the merit of 


each case. No restrictions on payments in sterling to 
London. 


The transfer of cinema film earnings is subject to 
quantitative restrictions. 


These are no restrictions on the hiring of films and 
corresponding tranfers may be carried out automati- 
cally or under “all licences granted” system. 


American commercial films may be imported against 
payment of a percentage of the earnings; 70 per cent 
of the amount earned may be transferred to the 
United States; the remaining 30 percent may only 
be used for operating expenses in Norway. A small 
quota is also made available for outright purchase 
but there is a general rule that no form of advance 
payment and/or guarantee is permitted. 


See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Transfer of cinema film earnings to the United 
States are subject to the Anglo-U.S. Film Agreement. 
Transfers in respect of television films are freely 
permitted. 


Chapter I, Dij3. MEMBERSHIP FEES 


Authorisation is required and granted subject to 
verification of facts. 


Authorised subject to verification of facts. 
Free. 


See note 1. 


Authorisations are granted on merits of each case. 
Automatically permitted. 


Transfers are subject to authorisation, which depends 
on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. 


Up to 52 U.S. dollars free. If reasons are stated 
to the authorised bank, transfers up to 263 U.S. 
dollars are free under general authorisation. Larger 


amounts are granted only after establishment of bona 
fides. 


Authorisation is normally granted. Cases of mem- 
bership fees in an association of firms for the purpose 
of obtaining “know-how” etc., are decided on their 
merits. 
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See note 2. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


All reasonable transfers are allowed. 


Chapter I, D/4. CURRENT MAINTENANCE AND REPAIR OF PRIVATE 
PROPERTY 


Authorisations are granted on merits of each case, 


Free for payments out of foreign revenue, otherwise 
authorised subject to verification of facts. 


Free. 

See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 


Transfers are subject to authorisation which is 
granted according to the merits of the case. 


Up to 52 U.S. dollars free. If reasons are stated 
to the authorized bank transfers up to 263 U.S. 
dollars are free under general authorisation. Larger 


amounts are granted only after establishment of 
bona fides. 


Authorisation is required and is granted only in 
special circumstances. 


See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, D/5. GOVERNMENT EXPENDITURE 


Authorisation is required and granted subject to 
verification of facts. 


See note 1. 


Automatically permitted. 


Transfers are subject to authorisation, which is 
granted according to the merits of the case. 


Transactions are free. Corresponding transfers are 
free under general authorisation. 
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NORWAY Applications are automatically granted. 
See note 2. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, D/6. TAXES, COURT EXPENSES, REGISTRATION 
FEES FOR PATENTS AND TRADE MARKS, DAMAGES, FINES, ETC. 


AUSTRIA Authorisation is required and granted on the merits 
of the case. 


Free. 
Free. 
Authorised subject to verification of facts. 


Free up to DM. 3,000 (714 U.S. dollars) per month 
or DM _ 36,000 (8,571 U.S. dollars) per annum. 
Any additional amount is granted after verification 
of facts. 

See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 

Transfers arising from registration fees for patents 
and trade marks are free. Transfers relating to 
taxes and courts expenses are free up to 480 U.S. 
dollars. In all other cases, transfers are subject 
to authorisation, which is granted according to the 
merits of the case. 


Up to 52 U.S. dollars, free; if reasons are stated to 
the authorised banks, transfers up to 263 U.S. dollars 
are free under general authorisation. Larger amounts 
are granted only after establishment of bona fides. 


Applications are automatically granted. 
See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, D/7. PUBLIC TRANSPORT AND P.T.T. SETTLEMENTS 


AUSTRIA Authorisation is required and granted subject to 
verification of facts. 


See note 1. 
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Authorisations are granted on merits of each case. 
Automatically permitted. 
Transfers are authorised on basis of reciprocity. 


Transactions are free. Corresponding transfers may 
be carried out automatically or under “all licences 
granted” system. 


Applications are automatically granted. 
See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter I, D/8. EXCHANGE AUTHORISATIONS GRANTED TO OWN 
OR FOREIGN NATIONALS EMIGRATING 


AUSTRIA Authorisation is required and granted up to U.S. 
200 dollars per family emigrating, subject to verifica- 
tion of facts. 


Free. 


Foreign exchange dealers may supply foreign 
exchange for up to D. Kr. 3,000 (434 U.S. dollars) 
per person to Danish nationals emigrating. To 
foreign nationals returning to their country of origin 
foreign exchange to the equivalent of D.Kr. 25,000 
(3,619 U.S. dollars) per person per year will be 
granted upon application. 


3,000,000 frs (8,571 U.S. dollars) for foreigners 
returning to their country of residence. 100,000 frs 
(285 U.S. dollars) plus tourist allowance for nationals 
emigrating. 

Free up to DM 1,500 (357 U.S. dollars) per person 
and DM 1,500 per family. Any additional amount 
may be transferred through liberalised capital accounts. 


See note 1. 
Authorisations are granted on merits of each case. 


Authorisations granted according to the merits of 
each case. 


Transfers are subject to authorisation, which is 
granted according to the merits of the case. 


Transfer via the market for security dollars is per- 
mitted immediately upon settlement abroad. 


Emigrants may transfer up to 300 U.S. dollar 
Capital belonging to Norwegian citizens emigrating 
may be transferred only after the person concerned 
has resided abroad for a specific length of time. 


See note 2. 
Free. 


Not liberalised, permissible only under special autho- 
risation. 
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UNITED KINGDOM 


Emigrants other than nationals of the country of 
destination may take up to £1,000 (2,800 U.S. dollars) 
plus £250 (700 U.S.dollars) for each dependent 
up to a maximum of 4. Nationals of the country 
of destination may take £5,000 (14,000 U.S. dollars) 
per family unit. Income from assets remaining in 
the United Kingdom is freely transferable. 


Chapter II, A/l. SALARIES AND WAGES 


Authorisation is required and granted subject to 
verification of facts. 


Authorised subject to verification of facts. 


Free up to DM 3,000 (714 U.S. dollars) per month 
or DM 36,000 (8,571 U.S. dollars) per annum. 
Any additional amount is granted after verification 
of facts. 


See note 1. 
Authorisations are granted on merits of each case. 
Automatically permitted. 


Up to 52 U.S. dollars free. Transfers of larger 
amounts are permitted under the “all licences grant- 
ed” system. 


Authorisation is required and granted according to 
the merits of the case. 


See note 2. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter II, A/2. EMIGRANTS’ REMITTANCES 


Authorisations are granted on merits of each case. 


Authorised up to 20 per cent of earnings. 


Free up to DM 3,000 (714 U.S. dollars) per month 
or DM 36,000 (8,571 U.S. dollars) per annum. 
Any additional amount is granted after verification 
of facts. 


See note 1. 
Authorisations are granted on merits of each case. 
Automatically permitted. 


Transfers are subject to authorisation, which is 
granted according to the merits of the case. 





CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 257 


Transactions are free. Corresponding transfers are 
free under general authorisation or permitted on 
application. 


See note 2. 

Free. 

Not liberalised, permissible only under special autho- 
risation. 

Free, subject to verification of facts or establishment 
of bona fides. 


Chapter II, A/3. FEES 


Authorisation is required and granted subject to 
verification of facts. 


Authorised subject to verification of facts. 


Free up to DM 3,000 (714 U.S.dollars) per month 
or DM 36,000 (8,571 U.S. dollars) per annum. 
Any additional amount is granted after verification of 
facts. 


See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 

Free. 


Up to 52 U.S. dollars, free. If reasons are stated 
to the authorised banks, transfers up to 263 U.S. 
dollars are free under general authorisation. Larger 
amounts are granted only after establishment of bona 
fides. 


Norwegian agents are granted semi-annual quotas 
for fees for artists and performers. These quotas 
have in the past been sufficient to meet all require- 
ments, other fees are authorised on the merits of the 
case. 


See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free, subject to verification of facts or establishment 
of bona fides. 


Chapter II, B/1. DIVIDENDS AND SHARES IN PROFITS 


No authorisations are granted except in cases of 
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Pk ci Od eae cn wuh 


NETHERLANDS 


Chapter II, B/3. 


Free; if the securities are not quoted on a stock 
exchange, authorisation is granted after verification 
of facts. 


See note 1. 
Authorisations are granted on merits of each case. 
Automatically permitted. 


Transfers are subject to authorisation, which depends 
on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. 


Transfers connected with securities quoted on the 
Netherlands stock exchange are free. In case of 
securities not quoted on a Dutch Exchange, transfers 
are free up to 15 per cent; for higher percentages 
transfers are permitted after verification of facts. 


Transfers are normally permitted. 
See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free; subject to verification of facts or establishment 
of bona fides. 


INTEREST ON DEBENTURES, MORTGAGES, ETC. 


Ss 0's’ s 0 see eo oe ele oO'$ 


ee 


eeeeosevecet seen 


eee eee eee eee eee 





Authorisation is required and granted in respect 
of pre-war debts covered by the Rome Agreement 
of 1952. In all other cases permission is required 
and, subject to verification of facts, granted only 
for post-war transactions with authorised transfer 
guarantee. 


Free. 
Free. 
Free. 


Free; if the securities are not quoted on a stock 
exchange, authorisation is granted after verification 
of facts. 


See note 1. 
Authorisations are granted on merits of each case. 
Automatically permitted. 


Transfers are free if connected with previously autho- 
rised loans. 


Transfers are free except those connected with 
private loans, which are permitted after verification 
of facts. 


Transfers will normally be permitted. 
See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 
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UNITED KINGDOM ....... Free, subject to verification of facts or establishment 
of bona fides. 


Chapter II, B/4. RENT 


ROGERS 666.505 Shes SoS No authorisations are granted except in cases of 
hardship. 

Pia es si5s-s a sana ae Free. 

I iin hii thn oe os Free. 

PE a.3%een cad eawecese Authorised, subject to verification of facts. 

co eee Authorisation is granted upon verification of facts. 

Game 6A IOC See note 1. 

ee Authorisations are granted on merits of each case. 

OIE is ken tek caedes Automatically permitted. 

BEES. oe oes a eedeunan Transfers are subject to authorisation, which depends 


on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. Applications are always granted if the 
transfer concerns a private financial operation (loan) 
which has been duly authorised. 


NETHERLANDS ............ Transactions and transfers are free under a general 
authorisation. 

NOE, a bd s Hees Authorisation is required and in the case of rent 
arising from real estate in Norway this will be granted 
on merits. 

PO ca Ace a See note 2. 

SWITZERLAND ............ Free. 

WOE cio ewcpciis meters es Not liberalised ; permissible only under special autho- 
risation. 

UNITED KINGDOM ....... Free ; subject to verification of facts or establishment 
of bona fides. 

Chapter III, B/2. CONTRACTUAL AMORTISATION 

FOES varios oie caer coke Authorisation is required and granted in all cases 
of pre-war transactions covered by the Rome Agree- 
ment of 1952. In all other cases permission is requir- 
ed and, subject to verification of facts, granted only 
for post-war transactions with authorised tranfer 
guarantee. 

Me ion bo cxeniek eaidiens Free. 

Tee. 0 ES Free. 

SE as eae eas Free. 

SINE Sc oo hae ke oe wees Free; if the securities are not quoted on a stock 
exchange, authorisation is granted after verification 
of facts. 

COGS 555 <5. Reds ace es See note 1. 

es a eutaviarerve Authorisations are granted on merits of each case. 

PORRANED, oi. isan. tO dais Automatically permitted. 

POET Aes Gn dedeacweeeede Free. 
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NETHERLANDS ............ Transfers in case of bonds and mortgages free under 
general authorisation, in case of private loans after 
verification of facts. 


INE Rainivnhs peeve eum Applications are automatically granted. 

EE: Sade paw vientielee’ See note 2. 

SWITZERLAND ............ Free. 

TE io en Sawn khan Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ....... Free; subject to verification of facts or establishment 
of bona fides. 


Chapter II, B/2. PROFITS FROM BUSINESS ACTIVITY 


PA? oS. SPI AA No authorisations are granted except in cases of 
hardship. 

TRAM Wick sive oieineien vine Free. 

UNM OPE. REO Free. 

NS is 5a coh slates can Authorised subject to verification of facts. 

CIN ici. ic cccatcn Automatically authorised after verification of facts. 

Pas ke scasactvene ces See note 1. 

ON Soe vas Sr otage ees Authorisations are granted on merits of each case. 

MD io oe tne en poner nk Automatically permitted. 

PE 02 TR nd de tiaenmene Transfers are subject to authorisation, which depends 


on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. Applications are always granted if the 
transfer concerns a private financial operation (loan) 
which has been duly authorised. 


NETHERLANDS ............ Transfers are permitted after verification of facts. 
PRG iis 66 atest cals Authorisation is required and granted according to 
the merits of the case. 

EE oo acosahancengs See note 2. 

SWITZERLAND ............ Free. 

MN ok abides eee Not liberalised; subject to authorisation which is 
granted on merits of each case. 

UNITED KINGDOM ....... Free; subject to verification of facts or establishment 
of bona fides. 


Chapter II, C/l. AUTHORS’ ROYALTIES, PATENTS, DESIGNS, ETC. 


FU, aca Deegan cs Authorisation is required and granted subject to 
verification of facts. 

PUM Nx nsec Be eioe aa Free. 

Ns ccdinw decrees a Free. 

IN ho sie ec cacue Authorised, subject to verification of facts. 

NG ivdsié cas eeeteawes Free. 

NS... Sito. OO. See note 1. 

ED aS eincw.s cece Authorisations are granted on merits of each case. 


PRD. uc eeu eawneedea Automatically permitted. 


A 
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For author’s royalties, free. In all other cases, 
transfers are subject to authorisation, which depends 
on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. 

Transactions require authorisation which is always 
granted if the terms are in accordance with normal 
practice. Whenever a transaction has been autho- 
rised, transfers may be carried out automatically 
or under the “all licences granted” system. 


As far as authors’ royalties are concerned, publishers, 
newspapers and periodicals were previously granted 
quotas in dollars. This practice has now been 
abandoned but dollar exchange is granted for about 
the same amounts as in recent years. No permission 
is given to transfer in dollars amounts which have 
previously been paid in other currencies. 

The conclusion of contracts requiring payment of 
licence fees or royalties in connection with patents, 
designs, etc., need, a licence which is granted very 
liberally if the operation is in the interest of Nor- 
wegian production. 


See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Authors’royalties are free, subject to verification of 
facts or establishment of bona fides. Transfers in 
respect of commercial royalties, patents and designs 
are permitted on merits. 


Chapter II, C/2. CONSULAR RECEIPTS 


eee eee eee eee eee 


eee eee eee eee ee eee 


ee oe 
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Authorisation is required and granted subject to 
verification of facts. 


Free. 

Free. 

Authorised, subject to verification of facts. 

Free. 

See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 

Transfers are subject to authorisation. 


Transactions do not require authorisation ; corres- 
ponding transfers are permitted on application. 


Application are automatically granted. 
See note 2. 
Free. 


Not liberalised; subjet to authorisation which is 
granted on merits of each case. 
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UNITED KINGDOM Free ; subject to verification of facts or establishment 
of bona fides. 


Chapter II, C/3. PENSIONS, MAINTENANCE PAYMENTS, 
TRANSFER OF ASSETS BY INSTALMENTS, ETC. 


Authorisation is required and granted subject to 
verification of facts. 


Free. 


Free up to 25,000 frs. (71 U.S. dollars) per 
month and per beneficiary for financial support 
in case of need. 


Free up to DM 3,000 (714 U.S. dollars) per month 
or DM 36,000 (8,571 U.S. dollars) per annum. 
Any additional amount is granted after verification 
of facts. 


See note 1. 


Authorisations are granted on merits of each case. 
Automatically permitted. 


Free for pensions. The recognised banks can, on 
their own initiative. grant sums up to the exchange 
value of 100,000 Lire (160 U.S. dollars) for 
maintenance payments and allowances. Additional 
amounts are subject to authorisation, which is 
granted according to the merits of the case. 


NETHERLANDS Transfers in connection with pensions and life 
annuities paid by insurance companies, company 
welfare funds or similar organisations established 
in the Netherlands may be carried out automatically 
under the “all licences granted” system. Mainte- 
nance payments are free up to 52 U.S. dollars. 


Authorisation is required and granted according to 
the merits of the case. 


See note 2. 
Free. 


Not liberalised; permissible only under special 
authorisation. 


Pensions are permitted, subject to verification of 
facts or establishment of bona fides. Maintenance 
payments are permitted on merits. Transfers of 
assets by instalments are not normally allowed. 


Chapter III, Ajl, A/2, A/3. 
Section II, C/2. DIRECT INSURANCE 


Authorisation is required and in the case of general 
average granted subject to verification of facts. 
No authorisation is granted for life insurance; in all 
other cases authorisation is granted according to the 
merits of the case. 





CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 263 


DENMARK Free, except for payment or premiums for life insu- 
rance taken out in the United States and Canada 
by persons having the status of Danish citizens for 
currency purposes and being Danish nationals, 
which will normally be granted only if the policy 
was issued more than three years before the date 
of application and the premium is payable for not 
less than ten years. Foreign nationals having the 
status of Danish citizens for currency purposes 
will always be permitted to transfer premiums if the 
insurance was taken out before they moved to Den- 
mark. 


Normally authorised in accordance with the provisions 
of Annex B of the Code of Liberalisation. 


Except for compulsory insurance, generally allowed 
but contracts must be made through authorised 
agents if any. In certain cases (e.g. ships and 
aircraft) authorisation is required. 


See note 1. 
Authorisations are granted on merits of each case. 
Automatically permitted. 


Free, in the case of insurance relating to goods in 
international trade. No transactions or transfers in 
respect of non-commercial insurance (life insurance, 
accident insurance, etc.) are authorised. 


Transactions of non-life insurance are free under 
a general authorisation if concluded in guilders 
through the intermediary of a Dutch broker or 
when insuring transit goods in the currency of the 
invoice. Transfers may be carried out automatically. 


See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free; subject to verification of facts or establishment 
of bona fides. Transfer of life insurance premiums 
only under pre-war or pre-immigration commit- 
ments. Transfers due to non-residents from United 
Kingdom insurers in connection with life insurance 
permitted provided premiums have been paid from 
non-resident funds. 


Chapter III, A/1, A/2, A/3. 
Section II, C/2. RE-INSURANCE AND RETROCESSION 


Authorisation is required and granted subject to 
verification of facts. 


Free. 


Normally authorised in accordance with the provi- 
sions of Annex B of the Code of Liberalisation. 


Free, but contracts must be made through authorised 
agents, if any. 
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Authorisations are granted on merits of each case. 
Automatically permitted. 


Transfers are subject to authorisation which depends 
on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. 


Free under a general authorisation on the condition 
that re-insurance is contracted in the same currency 
as the original policy. Transfers may be carried 
out automatically. 


NORWAY 
SWEDEN See note 2. 
Free. 


Not liberalised ; subject to authorisation which is 
granted on merits of each case. 


Free ; subject to verification of facts or establishment 
of bona fides. 


Chapter III, B/l. OPENING AND REIMBURSEMENT OF CREDITS 


AUSTRIA Authorisation is required and granted according to 
the merits of the case. 


Free if underlying transaction is authorised. 


See note 1. 
Authorisations are granted on the merits of each case. 
Automatically permitted. 


Transfers are subject to authorisation, which depends 
on the value of the transaction concerned to the 
Italian economy, each case being examined on its 
merits. 


Transactions are free. No special authorisation for 
transfer required. 


Applications are automatically granted. 
See note 2. 
Free. 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free ; subject to verification of facts or establishment 
of bona fides. 


Chapter IV, 1. TRANSFER OF MINOR AMOUNTS 


Authorisation is required and granted according to 
the merits of the case. 


- A oe ee eee ee ee ee ee 
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se uiwadeaiaodius . 3 Applications are considered in as liberal a manner 


as possible. 
GRRMAET 6b ea 26 tlews oe oe Free up to DM 200 (47 U.S. dollars) per quarter. 
| PPPS ee Tee eee core See note 1. 
RES hccdeeei Ceseens Authorisations are granted on merits of each case. 
WR oe es aeceeadivers Automatically permitted. 
TORE ic dass iv hens < én The recognised banks can, on their own initiative, 


grant sums up to the exchange value of 30,000 Lire 
(48 U.S. dollars) for whatever reason. Additional 
amounts are subject to authorisation, which is 
granted according to the merits of the case. 


NETHERLANDS ..........:. Up to 52 U.S. dollars, free. If reasons are stated 
to the authorised banks transfers up to 263 U.S. dol- 
lars are free under general authorisation. 








NOMINEE shvccnect aces <a: Authorisation is required and granted according to 
the merits of the case. 

SURE seer oi anc wera s See note 2. 

SWITREAND oo 6 dase ctzied Free. 

FU siete seaecaseces Not liberalised; permissible only under special 
authorisation. 


she alararats Transfers are permitted on merits. 


Chapter IV, 2. CHARGES INCURRED 
BY FOREIGN EXCHANGE DEALERS 
SPORTS PRIZES AND RACING EARNINGS 

















sav tdelveuasenns Authorisation is required and, in the case of charges 
incurred by foreign exchange dealers, is granted 
subject to verification of facts. Authorisations 
for sports prizes are granted on merits of each case. 


) 3 arr ae Free. 
DEE s want sande: aoted Free. 
Fee OR OSes Authorised, subject to verification of facts. 


cmnewdamsen tak Free. 









WR ia Sw Sais a aske See note 1. 








TON Setar cee view ees Authorisations are granted on merits of each case. 

oka keeviavicarcen Automatically permitted. 

DIM 346 teste sandman Transfers are subject to authorisation. 

NETHERLANDS ............ Transfers of charges incurred by foreign exchange 
dealers are free. The transfer of sports prizes 
and racing earnings due by recognised organisations 
is authorised under the “all licences granted” 
system. 

NO kd pinewunpecsuns Expenditure in connection with exchange dealings 


may be transferred. Applications for the transfer 
of money prizes are granted according to the merits 
of the case. 


a eee See note 2. 


oe eee eww enee 


266 


CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


Not liberalised; subject to authorisation which is 
granted on merits of each case. 


Free ; subject to verification of facts or establishment 
of bona fides. 


II, Djl. TINHERITANCES 

Authorisation is required and granted subject to 
verification of facts. 

Free. 


May be credit ed to a “Kroner Account IV” for the 
beneficiary at a Danish bank from which transfers 
of up to D. Kr. 25,000 (3,570 U.S. dollar) per year 
are permitted. 


Free up to 3,000,000 frs. (8,571 U.S. dollars) per 
beneficiary. 


Free up to DM _ 50,000 (11,900 U.S. dollars). 
Any additional amount may be transferred through 
Liberalised Capital Accounts. 


See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 

Free up to 1 million Lire (1,600 U.S. dollars). 


Transfer via the market for security dollars is per- 
mitted. 


Applications are automatically granted. 
See note 2. 
Free. 


Not liberalised; permissible only under special 
authorisation. 


Only £500 (1,400 U.S. dollars) from each inherit- 
ance from a United Kingdom estate may be trans- 
ferred. In addition, up to £1,000 (2,800 U.S. dol- 
lars) a year can be transferred on hardship grounds. 


Section II, D/2. DOWRIES 


No authorisations are granted. 


May be credited to a ** Kroner Account IV” for the 
beneficiary at a Danish bank from which transfers 
of up to D.Kr. 25,000 (3,570 U.S. dollars) per 
year are permitted. 


Free up to 3,000,000 frs. (8,571 U.S. dollars). 
Automatically permitted after verification of facts. 
See note 1. 

Authorisations are granted on merits of each case. 
Automatically permitted. 


Transfers are subject to authorisation, which is 
granted according to the merits of the case. 
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NETHERLANDS ............ Whenever a Dutch resident is married to a resident 
of the U.S.A. or Canada the foreign exchange regu- 
lations effective for nationals emigrating are applied. 


WE Sikes neemacdeans No authorisations are granted. 

So ee ae eee See note 2. 

SWITZERLAND 6 cs ici sas os Free. 

Tee. oss .G5 ees Not liberalised; permissible only under special 
authorisation. 

UNITED KINGDOM ........ No transfers except as part of emigrants’ allowance. 


2. DIFFERENCE BETWEEN MEMBER COUNTRIES’ POLICIES TOWARDS CANADA AND 
THE UNITED STATES AND TOWARDS OTHER MEMBER COUNTRIES 


The Questionnaire asks Member countries to indicate where their policy with 
regard to Canada and the United States differs from their policy towards other Member 
countries." 


ME hb ccc kana sone In view of the different uses that can be made of 
convertible currencies on the one hand and of E.P.U. 
currencies on the other, it has been found necessary 
to maintain a procedure of verification and autho- 
risation concerning Canada and the United States. 


sa ak = vlabie< amas All transactions and transfers with any foreign 
country are free. 
oo re ree The same regulations as for Canada and the United 


States apply to other Member countries except 
for travelling, film licences, patent rights, etc. 


PRE cenit eliok nada The policy followed towards Member countries 
is in principle equally applicable to Canada and the 
United States with the exception of tourism and 
transfer of cinema rights. 

GURNEE 6.5 cu ichucevesean There is no difference between transactions with 
residents of the United States and Canada on the 
one hand and residents of Member countries on the 
other, except for the chartering of ships outside regular 
liner services and for printed films. 


(  hivanvareueess® a 
IQR © warcecroresia cas —_ 
Ts aa ska distal _ 
PR ehcceranweneeawes _ 
NETHERLANDS ............ Residents who are entitled to negotiate agreements 


with residents in the E.P.U. countries without special 
authorisation have the same right with regard to 
residents in the United States and Canada. Trans- 
fers to those countries are allowed under the general 
authorisation system or are granted on application 
in all cases where the transaction either required 
no authorisation or has already been approved. 
There are, however, certain exceptions where trans- 
actions and transfers concerning Canada and the 
United States are more restricted than in the case 
of E.P.U. countries. 


1. Where the name of a Member country is followed by a line (—) no information has been 
given. 


83979 O—56—pt. 1——-18 
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pT eee rs eee — 

Bee La. ah: No difference in principle. 

SWETHERELAND | oo5c 6s 5 ces All transactions and transfers with any foreign 
country are free. 

CR sisi. c's ob kn Caters —_ 

UNITED KINGDOM ........ Transfers to Canada and the United States are 


more restricted than transfers tp Member countries 
in respect of certain items such as travelling, inhe- 
ritances and emigration allowances. 


3. DIFFERENCE BETWEEN MEMBER COUNTRIES’ POLICIES TOWARDS CANADA AND 
THE UNITED STATES AND TOWARDS NON-MEMBER COUNTRIES. 


The Questionnaire asks Member countries to indicate to what extent invisible 
transactions and transfers which are authorised as regards Canada and the United States 
are also authorised as regards other countries except O.E.E.C. Member countries.' 


PO: iis sn tens nea In view of the different uses that can be made of 
convertible currencies, E.P.U. currencies and other 
currencies it has been found necessary to maintain a 
system according to which in respect of non-member 
countries every case is treated on its merits. Where 
non-member countries have concluded general bila- 
teral compensation agreements with Austria, the 
criteria are determined on a basis of reciprocity in the 
relevant agreement. 


Dea. eee All transactions and transfers with any foreign 
country are free. 
SIE a xa enn cine Sa ata The same regulations as for Canada and the United 


States apply Fowards non-O.E.E.C. member coun- 
tries. Only travelling and film licences enjoy a 
greater degree of liberalisation with regard to the 
latter. 


WOE osgnvs ccs. acneaceas As a general rule the policy followed with regard 
to invisible transactions is the same in re’ tion to all 
foreign countries in that no discrimination is made 
according to the country of destination of the transfer. 


EN: doce sae sewdwet There is no difference between Canada and the United 
States on the one hand and non-O.E.E.C. member 
countries on the other, provided diplomatic relations 
are maintained. 

GOR iain isin ods i “ 

MOD FEA PROT — 


ok oe cheeses —— 


RE isd ches his, hs dene Beagrie The same criteria adopted for Canada and the United 
States are also applied to all other countries in respect 
of which Italy makes settlements in foreign currency; 
on the other hand, for non-member countries of the 
O.E.E.C. which have concluded general bilateral 
compensation agreements with Italy, the criteria 
are determined on a basis of reciprocity in the relevant 
agreement. 





_ 1, Where the name of a Member country is followed by a line (—) no information has been 
given. 
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NETHERLANDS ............ In the case of countries with which no currency 
agreement has been signed a liberal policy is applied 
to invisible transactions and transfers. 


NONWAE ci cancaw cant ew vi The same regulations as for Canada and the United 
States apply to all non-member countries although 
there are certain bilateral restrictions in certain 


agreements. 

SWS nas Soesd 6 a ccc he No difference in principle. 

SWITZERLAND ............ All transactions and transfers with any foreign 
country are free. 

TEE wih tes 5 wis name as — 

UNITED KINGDOM......... Every item authorised as regards Canada and the 
United States is authorised as regards all other coun- 
tries. 


4 APPLICATION OF RESTRICTIONS TO INVISIBLE TRANSACTIONS AND TRANSFERS 


The Questionnaire asks whether Member Countries apply restrictions to the trans- 
actions or to the transfers or to both. 


ASOD kins Reaeeals sian The regulations apply to both transactions and 
transfers. 
Ditka s seicbenotx thwtts No restrictions on either transactions or transfers. 


(In the past, the regulations applied to both transac- 
tions and transfers.) 


ENS es eevee Cis The regulations apply to both transactions and 
transfers. 
POI vive visas cekadoaws Where transactions and transfers are not automati- 


cally authorised, restrictions apply to the transactions 
only. Where transactions are permitted, transfers 
will be authorised automatically. 


CGA oc s cans Rann cae The regulations apply to both transactions and 
transfers. 

UNS sic Bis osc wrece ede ood 

IGHAMD> .siicwas ceccile ss — 

TOE bode c ces cuts sakes _— 

TRAE ii. excite hth we enaizeon Transactions are normally free (except loans and 


non-commercial insurance policies) but transfers 
must be approved. Permissions are always granted 
in the case of transfers arising from duly authorised 
transactions connected with imports of goods or 
private financial operations (loans). 


NETHERLANDS .........-.. With some exceptions, regulations apply to transac- 
tions. Transfers are permitted automatically or 
under an “all licences granted” system. 


PRE oc ccke sane cae. Restrictions apply to transactions and transfers and 
authorisations cover both. 


1. Where the name of a Member country is followed by a line (—) no information has been 
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SWITZERLAND ..........-. No restrictions on either transactions or transfers. 
PONS SAE I. E.R — 
UNITED KINGDOM ........ Restrictions apply to transfers but, in practice, consent 


is normally sought before a transaction is concluded. 


5. TRANSFERS THROUGH OTHER THAN OFFICIAL CHANNELS 


The Questionnaire asks whether and to what extent transfers which may not be 
made through official channels are permitted by other means. 


AE ON eS Reads Transfers may only be made through official channels. 
Non-resident owned blocked accounts held with 
Austrian credit institutions may, however, by special 
authorisation, be ceded and released to Austrian 
branches of international organisations pursuing 
charitable aims and the non-resident can thus arrange 


a transfer. 
PS iSivc odin wr tacd out All transfers are to be made through the free market. 
TIAA, se isck Seen sheen Transfers which are not permissible through offi- 


cial channels will generally not be permitted by 
other means. . 


SE fay. < o'nisds. 9 > va Gua Transfers may only be made through official channels. 


I aio cc vee hias Payments may be made to liberalised capital accounts 
held by non-residents and these accounts can be sold 
abroad against dollars by the holder. 


NES oi swodscens sean -- 

NN EOE ere cre Ss 

ID oasis ceane — 

SORA 3st 363 cv aloe, emo Amounts which may not be transferred are credit- 
ed to “ordinary foreign accounts in free currency”, 
balances of which may be transferred indirectly— 
by transfer from one account to another—to persons 
residing abroad who may need lire in Italy. 

DIDS ANDS 65 cc eke ccs — 

BNI 2 ccs a katee o ears Permission is not normally given to make payments 
in other ways than by direct transfer of dollars. 
There is no system whcreby transactions may be 
approved and the amount deposited in a blocked 
account except in connection with the import of 
films. 

N68 aks: ea nveiekiine Transfers may only be made through official channels. 

SWITZERLAND ............ No restrictions on transfers. 

MUR didwasesne ven ss 5 — 

UNITED KINGDOM ........ No transfers through other than official channels 


except in the case of emigrants and inheritances. 
An emigrant to a dollar country and a beneficiary 
in a dollar country may sell their blocked sterling 
assets to any person not resident in the Sterling 
Area, Denmark, Norway or Sweden. 


1. Where the name of a Member country is followed by a line (—) no information has been 
given. 
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ANNEX XIII 


BALANCES OF PAYMENTS OF CANADA AND THE UNITED STATES 
ON INVISIBLE ACCOUNT WITH MEMBER COUNTRIES 


Source: Canadian and United States Returns for the Organisation’s Seventh Annual Report, 1955. 
Million dollars. 


| 
PRIVATE 
s- | TOTAL 
1—6 


7 - 





1953 
1954 


United States* ..| 1952 did 


1953 + 25 | — 237 | 
1954 +13 + 73 | — 226 








1. In millions of Canadian dollars. 
2. In millions of United States dollars. 
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THE NETHERLANDS - AMSTERDAM: Meulenhoff & Co. N. V. Importateurs, Beuling Straat 
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Mr. SHearer. Thus, in spite of the problems that remain with re- 
spect to the dollar balance of payments there has been very real prog- 
ress in the direction of a truly nondiscriminatory policy vis-a-vis the 
dollar area. It is in the interests of the United States to maintain that 
progress, which we can best do by maintaining the liberal trade polli- 
cies of the past few years, and to the maximum extent possible extend- 
ing them so that there may be a greater sense of security with respect 
to the possibility of Europe paying its own way in a multilateral sys- 
tem of trade and payments which embraces the entire free world. 

These three, the imbalance in the European payments system, the 
tariff question, and the dollar problem are the major problems which 
affect the policies and attitudes of Western Europeans with respect 
to foreign trade. 

To these three problems there are a series of possible solutions. 
Countries facing these difficulties could turn their backs on the achieve- 
ments already made and return to purely nationalist solutions. That 
is, they could relapse into clear protectionist policies, imposing import 
quotas as they wished either to protect their balance of payments or to 
afford a secure market for domestic industries which are threatened by 
external competition. With 1 or 2 exceptions none of the Western 
European nations seriously consider this solution to their problem, 
although some elements of this unquestionably creep into the forma- 
tion of practical policy at any moment of time. 

A second solution is to move gradually but steadily as economic 
conditions permit toward a fully nondiscriminatory world in which the 
nonmembers of the OEEC are treated exactly like the members. This 
solution is the one adopted by the OEEC in its objectives and the pre- 
ferred solution by many countries. It isthe road along which the bulk 
of the countries have 5 proceeding. There are, however, serious 
doubts in the minds of many economists as to how rapidly the final 
goal can be reached or whether it can ever be reached. These doubts 
along with other considerations, mainly political, have given rise to 
renewed efforts to bring about the economic integration of Europe, 
which in its final stages would constitute an economic unit with trade 
barriers against the balance of the outside world of the same nature 
that the United States and each independent country now maintain. 

This, again for largely political reasons, is the objective of some of 
the smaller countries of Europe, also potentially some of the larger 
ones, and is a goal which I believe United States policy is supporting, 
as we have long desired to see the establishment of a unified Europe, 
and a free Europe. 

Finally, there is’ the possibility that without achieving full eco- 
nomic integration, members of the OEEC might continue to maintain 
preferential trading relationships with each other, thus discriminating 
against the balance of the world. This solution is not one which is 
in principle favored by anyone, but for a variety of reasons seems to 
many Europeans as the only practical means of continuing the eco- 
nomic expansion that has characterized the last few years. 

The only open supporters of this position are those countries who 
find their own economies in serious difficulties because of failure to sell 
commodities on the European market due to extra-European competi- 
tion. That is to say, the less competitive of the European countries. 
It is a solution particularly favored by certain sapietatel interests 
and countries whose economic development tends to lag behind that 
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of the balance of the Continent. Even those who advocate such a 
policy generally wish it to be applicable only in limited areas. 

Thus Greece which has the highest degree of nondiscriminatory 
liberalization, has from time to time suggested European preference 
for Greek tobacco and Turkey for wheat. Such requests have always 
been turned down by the OEEC as contrary to its policy of nondis- 
crimination, although to the extent that bilateral trading relation- 
ships exist, especially between Turkey and other OEEC members 
there is doubtless some preferential purchase of Turkish wheat. 

With respect to the possible solution of return to purely nationalistic 
policies the only country which generally follows a behavior pattern 
that tends in this direction is Turkey, whose economic difficulties are 
largely caused by what I think can ae be called—although ‘t is 
a subjective judgment—an overambitious program of development, 
and who has shown a pronounced preference for bilateral dealing. To 
a lesser extent France, whose currency is seriously overvalued relative 
to its major competitors, has instituted special measures to protect 
itself from the full effect of a liberal import policy, even on intra- 
European trade. 

Nevertheless, the French have shown a willingness to reduce the im- 
yact of these special measures and ultimate > to eliminate them. 
Progen in this direction has not been as rapid as other members of 
the Organization have desired—or in fact as rapid as a think 
possible. It is interesting to note that not only is France the least 
competitive of the major Siscepans trading nations but also that for- 
eign trade is less essential to her existence than that of any other im- 
portant trading country in Europe. 


She is thus able to afford, in one sense, the luxury of a highly pro- 
tectionist aye which maintains inefficient producers in relative 


security. It would be a mistake to assume that France is irrevocably 
committed to nationalistic economic policies since an important group 
of French leaders are active supporters of European economic inte- 
gration. The electoral success of the essentially protectionist and 
nationalist Poujade movement last winter demonstrates, however, the 
strength of popular feeling which is both strongly nationalist in out- 
look and thoroughly restrictionist. 

There is, speaking on the basis of my experience, no chance that 
European cooperation will break down, leading to a return to purely 
nationalistic measures in the trade field. 

A far more probable course for the members of the OEEC to take 
is to continue to move steadily along present lines of removing import 
quotas on European trade and more slowly toward a completely non- 
discriminatory policy. Further progress in this direction will, how- 
ever, inevitably be slow. Quotas in most countries of the OEEC, 
already been removed with respect to intra-European trade from all 
except the so-called hard-core items—those in which particular weak- 
nesses in domestic industries require their further use. 

And while much can and will continue to be done in removing quotas 
from goods originating in the dollar area, the final achievement of 
nondiscrimination will depend on a variety of factors, especially upon 
the dollar-earning capacity of Europe and upon the degree to which 
productivity in Europe can be increased to enable effective competition 
with goods from the United States. 
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Although the OEEC established the European Productivity Agency 
in 1953 to directly attack this problem of productivity even an opti- 
mistic forecast would not predict any short-run solution. Quite aside 
from the feared effect on balance-of-payments relations with the dollar 
area a further barrier to a completely nondiscriminatory policy is the 
fear that further removal of quotas from dollar goods by those coun- 
tries which are now fmancialfy able to withstand the increased pay- 
ments would increase the current imbalance of European payments. 

For example, we find that, with the exception of Switzerland, that 
is almost completely nondiscriminatory, the countries most able to pay 
for further imports of American goods are Germany, Belgium, and 
the Netherlands. Yet these are exactly the countries who are already 
in surplus with their European partners, and to whatever extent 
increased importation of American goods would supplant similar 
goods now being purchased in other European countries the net effect 
would be to increase both the surpluses and deficits already existing. 

On the other hand, those countries which would benefit directly by 
purchasing cheaper American goods in preference to, let us say, Ger- 
man commodities, find themselves in a position where their dollar 
resources are inadequate to pay for further imports. In a sense this is 
a vicious circle which must be broken if our own objectives of non- 
discrimination are to be achieved. 

Breaking this circle can be achieved through two methods, which 
can be applied simultaneously. The first is by maintaining and 
increasing the present ease of access to the American market. Any- 
thing which contributes to the dollar earning capacity of the balance 
of the world will, I believe, result in corresponding increases in the 
sale of American products abroad. It is, I know, a cliche to say that 
“trade is necessarily a two-way street.” 

We cannot sell if we do not buy—this much is obvious. It is perhaps 

not so obvious, however, that there is in Europe and the balance of the 
world a tremendous demand for American commodities. I am tempted 
to say it is an insatiable demand, which will be filled only to the extent 
that others have the resources with which to purchase these goods. 
It is also true, at least with respect to Europe, “trade not aid” is the 
proper way to fill these demands. 
_ No one can deny that increased imports into the United States may 
inflict damage on particular industries, but this damage must be care- 
fully weighed against the benefits that increased sales abroad will have 
on others. It is, I think, quite generally true that the industries which 
are most vulnerable to foreign competition tend to pay lower wages 
than those which would be the chief beneficiaries of foreign purchases 
of American goods. ; 

High-wage industries both here and abroad pay high wages because 
they are efficient, and this efficiency enables them to export—so that in 
a world in which the demand for American goods is nearly unlimited 
any increase in our sales made possible by increased dollar earnings by 
foreigners should add a greater amount to the purchasing power of 
the American working man than is lost by whatever damage accrues 
from increased imports. 

A second method by which we can break through our problem is by 
lending assistance to our friends abroad to increase their productivity 
and thus enabling them to become good competitors. Not money but 
American techniques and skills are required. American beliefs and 
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attitudes with respect to such matters as restrictive business practices 
and competition, low profit margin-high volume as opposed to high 
yrofit margin-low volume philosophy—these are the contributions we 
have to offer. 

And making good competitors out of presently weak ones is also 
good business. Our best competitors today are our best customers. 
One need only consider Canada, England, Germany, Switzerland, Bel- 
vium, and Holland to become convinced that where standards of living 
are high the United States has the least difficulty in selling its goods. 

A hberal trade policy and continued export of American attitudes 
toward productivity are the best possible means of insuring that the 
American exporter will benefit. Experience has demonstrated that 
this combination can and does increase our sales abroad, and is the 
best guide for our future policies. If Europe continues along its cur- 
rent path, we can look forward to a constantly expanding market. 

To turn to European economic integration, which I mentioned as the 
third method through which major problems described earlier can be 
met, I would like to say that efforts in the direction of integration are 
currently attracting interest that has not existed since the creation of 
the Coal and Steel Community in 1952. Two current movements in 
this direction are of interest. 

First in order of time is the proposal put forward in April of 1955 
to establish a common market among the six nations which comprise 
the Coal and Steel Community—Germany, France, Italy, Belgium, 
Luxembourg, and the Netherlands. This proposed community was to 
extend over the entire range of economic activity rather than be con- 
lined to a limited number of commodities. It would necessitate the 
complete abolition of all trade restrictions among the participating 
countries and the harmonization of their external tariffs so that ulti- 
mately the six-nation community would be surrounded by a common 
tariff wall. 

One of the major attractions of this proposal is that it would create 
a market of approximately 150 million people within which goods 
could move freely. Perhaps more importantly, it would also tend to 
create a political community in Western Europe which would be better 
able to withstand the pressures of the Soviet bloc. 

This proposal is still alive and under consideration by representa- 
tives of the six countries and a final report on the ways of achieving 
this economic union is due within the next few months. Two major 
obstacles stand in the way of this proposal. The first is the difficulty 
of establishing an agreed common tariff level to surround the com- 
munity. Three of the countries have tariff levels among the highest 
in Europe while the other three—the Benelux complex—have among 
the lowest. 

The final tariff level agreed to cannot, under existing international 
commitments, be higher than the average incidence of the previously 
or now existing tariffs. Not only is it difficult to determine exactly 
what is meant by the average incidence of the existing tariffs, but 
there is a decided difference of opinion among the six countries as 
to whether the customs union should have a tariff as high as possible 
80 as to provide room for reciprocal bargaining with third countries 
or whether it should have as low a tariff as possible. 

France has been inclined to argue for a high tariff while the present 
low-tariff countries have strongly favored one much nearer their own 
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current levels. France is the particular exponent of the greatest 
maximum height allowable, aed the Benelux countries are the ex- 
ponents of heleoulh ible tariff. This, of course, reflects the exist- 
ing economic strength of these economies. And, may I add that all 
tariff discussions and policies within the OEEC are based on the 
adoption of the most-favored-nation clause, so that the German tariff 
reduction is not discriminatory, and it will apply equally to goods from 
whatever source. 

Germany has taken a less strong position, and her recent moves for 
a unilateral reduction of her own tariffs bring her somewhat closer 
to the position of the Benelux countries. Before any such customs 
union can be finally brought into effect it will be necessary for the 
Steam to bring their eee before the contracting parties to the 

eneral Agreement on Tariffs and Trade where the final decision must 
rest as to whether the proposed tariff level meets the conditions laid 
down in the agreement. 

A second, and more serious difficulty, lies in the fact that it is gen- 
erally agreed that there will have to be an exception from the common 
market for some if not most agricultural commodities. Such an excep- 
tion would mean that the test laid down in the General Agreement 
on Tariffs and Trade to determine whether trade agreements among 
countries actually are a customs union could not be met. 

This is purely a personal opinion but I think it is likely that if 
binding agreements could be reached which would cover all com- 
modities save a selected list there would be strong pressure to grant 
a waiver and permit the customs union to be jocuted. Such a waiver 
was granted by the contracting parties to the general agreement in 
the case of the Coal and Steel Community which established a com- 
mon market only for those two commodities. 

Even if these two difficulties could be met successfully there remain 
a series of other questions, such as whether the common market would 
cover both the migration of labor and capital movements or whether 
it would be confined only to physical imports and exports. Finally 
there is the question of whether the agreement establishing the cus- 
toms union would lay down definite stages by which it would be 
accomplished with no escape clause from meeting the deadlines 
imposed or whether the agreement would contain escape clauses which 
made future progress after the initial step dependent on the unani- 
mous agreement of the governments concerned. 

It is, of course, obvious that it will not be possible to abolish all 
tariffs among the participating countries in a single step. The result- 
ing economic dislocations would be too great to be bearable even by 
the most efficient and flexible of the countries concerned. There is 
a substantial body of opinion, however, which believes that unless each 
stage is carefully defined and the signatory countries bind themselves 
to meet these stages that the 6-nation effort to achieve a common 
market would actually result in little more than the formation of an 
inner circle of countries within the 17-nation OEEC. 

Such a development would not be considered progress by many 
people. They argue that it would tend to divide rather than unify 
Europe, and that by forming a bloc within the OEEC would pos- 
sibly—or even probably—make it impossible to continue the degree 
of cooperation among members that has already contributed so much 
to progress in freeing trade and payments. It would obviously make 
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it difficult to continue the completely nondiscriminatory treatment 
that the 17 nations have bound themselves to extend to each other. 

On these, as well as other grounds, the remaining 11 nations of 
the OEEC have been less than enthusiastic about the proposals for 
a common market among the 6. Their position has ranged from 
original, and I wish to emphasize “original,” strong opposition on 
the part of the United Kingdom to a mild expression of interest on 
the part of Switzerland in exploring the means by which the Swiss 
might associate themselves with such a community without actually 
becoming members. 

I think perhaps it would be well to explain very briefly the position 
of the United Kingdom as reflected in the OEEC. There is a very 
great concern in that country that if a common market were to be 
created on the Continent that it would make the British export posi- 
tion a very desperate one. The United Kingdom already feels Ger- 
man competition seriously and if a common market of 150 million 
people were to be established in which German goods would receive 
more favorable treatment than those coming from outside the area 
then not only would British exports suffer but such a market might 
also stimulate German industry, as well as those of other members 
of the community, to such an extent that competition in third markets 
would be even more serious than it is now. 

With great uncertainty clouding the future of the British balance- 
of-payments picture this prospect of added competition has not been 
a welcome one. Nevertheless, the idea of a customs union is extremely 
attractive for both political and economic reasons. The same difficul- 
ties which originally made the British somewhat uneasy at the pros- 
pects of such a union also had the effect of raising some doubts as to 
whether the ultimate solution to the problems of the economic relation- 
ship between Europe and the United Kingdom might not be best 
solved by the establishment of a common market area in which Euro- 
pean producers would have the same advantages of a mass market as 
American producers now have. 

Growing weakness in the British competitive position and the in- 
adequate reserves of that country, have combined to lead some in the 
United Kingdom to ask whether the future did not lie on the Continent 
of Europe rather than in the British Commonwealth. While it is im- 
possible to be certain whether this was in fact the line of reasoning 
followed, the United Kingdom did propose to the Ministerial Council 
of the OEEC last July that the organization undertake a study of the 
possible means by which a free-trade area might be associated with 
the customs union being discussed by the six countries of the coal and 
steel community. 

A free-trade area differs from a customs union in that whereas a 
customs union is surrounded by a common tariff a free-trade area is one 
in which internal barriers to trade among a group of nations are 
ibolished but each retains its own national tariff. Under a free-trade 
area national governments must be prepared to control the transship- 
ment of goods from one country to another. That is, they must be 
prepared to prevent country A with a 10-percent tariff on commodity 
X from importing X and then shipping it without further payment of 
duty into country B whose tariff on X is 20 percent. 

The operation of a free-trade zone is therefore somewhat more diffi- 
cult than a customs union but may be somewhat easier to establish 
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since it does not require a wholesale changing of existing tariff levels 
in order to bring them into harmony with those of other members of 
the customs union. This study of the possible means by which the 
members of the OEEC might be associated in a free-trade area with the 
common market if it were to be established was one of the inducements 
offered to the low-tariff club members to get them to extend the 90- 
percent trade liberalization agreement. They would have preferred 
to see the OEEC adopt an automatic tariff reduction plan, but in view 
of the British resistance to such tariff reduction they agreed, with the 
provision that if study revealed little chance of successfully associat- 
ing a free trade area with the common market, that-a tariff reduction 
plan would be developed to be placed into effect in January 1958. 

Again may I emphasize that if such a reduction plan were to go 
into effect, it would be on a most-favored-nation basis but it would 
obviously cover only those goods which are primarily originating in 
Europe. Nevertheless, the United States would clearly be a residual 
beneficiary insofar as some of our goods do flow to Europe even if 
the overwhelming percentage of a particular commodity does origi- 

nate within Europe. 

It is difficult to estimate at this moment what the possibilities are 
of a favorable report. There are not only the difficulties which stand 
in the way of the six agreeing to a common market—an issue by no 
means finally settled, but also the problems involved in the transship- 
ment question mentioned a moment ago. Nevertheless, the willing- 
ness of the British to engage in a study of the problem marks an im- 
portant stage in developments which might lead to meaningful eco- 
nomic integration. Prior to July the British had been willing to 
talk at great length about economic cooperation, but had violently 
resisted serious discussion of European integration. 

I believe that this step may therefore be of considerable significance, 
regardless of the immediate outcome of the discussions, in that it in- 
dicates a willingness on the part of the United Kingdom for in- 
creasingly close ties with the continental members of the OEEC. It 
is, I think, fair to say that if such integration were to occur the op- 
portunities for an expanding European economy would be greatly 
enhanced, and all of the arguments previously put forward with re- 
spect to the interest of the United States in an expanding European 
economy are valid even under conditions which would eliminate bar- 
riers to trade among Europeans while they continued to exist against 
the dollar zone. 

I think it likely that there would be some unfavorable impact on 
certain American exports, but that in the long run the benefits would 
substantially outweigh the costs. This move does, however, neces- 
sitate a careful reexamination of the basis of our foreign-trade policy, 
since the ultimate creation of an economically integrated Europe 
would pose different problems than those we face with 17 separate 
economies. 

I do not think it worthwhile to discuss at any length the possibility 
that without taking any real steps toward integration the members 
of the OKEC might collectively decide to set up a permanently dis- 
criminatory bloc ‘against third areas. In the first place, this policy 
is directly contrary to the philosophy of most of the members of the 
organization. In the second place it would involve many of them in 
higher costs than if they were to admit third-area goods freely. 
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The only circumstances in which I can envisage such a policy being 
adopted would be if they had reason to believe that it was imp sible 
for them to ever meet the costs of their ne ‘essary imports from the 
dollar area, and that continental self-sufficiency was the only answer 
toa dollar problem. A liberal trade policy and an expanding market 
in the United States for imports which are bound to occur as our 
economy grows regardless of our policy, should prevent any such con- 
clusions being re ached. 

You will note, of course, that I obviously abstract from the impact 
- the dollar balance of payments that a stoppage of oil flows from 

he Middle East would have, or any such crisis which would seriously 
ais upt the present patterns of trade. 

I do not mean to say, however, that I believe that a policy of non- 
discrimination can be placed into effect in the immediate future. 
In the first place, the progress that has been made to date has not 
been easy. It has required a great deal of willingness to withstand 
the pressure of particular industries on the part of governments to 
remove as many of the import quotas as have been re moved on Euro- 
pean trade. I might add also on dollar trade. Those that remain 
are the hard core. This also tends to be true of the quotas that remain 
on dollar imports. There are more of such quotas because we in the 
United States are simply more competitive, and while a particular 
country may be able to face competition from within Europe on cer- 
tain goods it does not necessarily follow that the same country could 
face the competition from America. 

There is the further problem that too many Europeans are uncer- 
tain, and I stress the uncertainty, about the future of their balance 
of payments with the dollar area, and finally the problem of imbal- 
ance in European trade itself. All of these reasons make progress 
toward nondiscrimination slow—and yet on the basis of my experience, 
I am confident, barring these unusual circumstances that I mentioned 
a while ago, that this progress will continue. 

Its speed depends both on our own policies and upon the strength 
of governments in Europe to follow wise economic policies. Unless 
inflation can be kept under control—better control than it has—there 
seems to be little prospect that much greater freedom for dollar im- 
ports can be achieved rapidly. But the Europeans are aware of this 
danger. In November they will meet at ministerial level, to discuss 
the ‘problems of inflation, and what they might do collectively to 
prevent it from endangering the progress alre: dy made. Rapid solu- 
tions are not likely, but I have confidence that they will be found. 

To sum up, I believe that Kuropean governments generally believe 
in the policy of nondiscrimination. Some of them also believe ‘strongly 
in integration. To achieve either or both—and they are not neces- 
sarily contradictory—they recognize the need for greater produc- 
tivity. We are witnessing today. the payoff on our investment in the 
Marshall plan. 

It is in our interest to contribute to the policies of both nondiscrimi- 
nation and integration, not with money, but with policies which open 
up our ms itkets to imports from abroad and with our ideas that can 
contribute so much to the ultimate achievement of a free, strong, and 
peaceful Europe. We must understand the problems that remain to 
be solved, but it must be a hardheaded understanding that includes an 
appreciation of what we as Americans have to gain from an expand- 
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ing European economy—not a fuzzy-minded desire merely to help 
for the sake of helping. 

“Trade, Not Aid” is a policy to which Europeans, on the basis of 
what I have seen, and from the many conversations that I have had, 
will respond by self-help. Aid alone, and of course I am speaking of 
Europe alone, where there are only two exceptions at present where 
there is economic aid, will only confirm the doubts that sometimes 
cause them to think that the answer to their problems can be found 
only by turning away from the liberal policies toward self-defeating 
attempts to live apart from and not in partnership with the United 
States and Canada. 

May I say just with respect to the last, that I think the great desire 
of the West European countries on the whole is to live in partnership 
with the United States and Canada. 

Mr. Boces. Doctor, you have submitted a very fine paper. I wonder 
if it would be asking too much for you to come back at 2:30 p. m., so 
that we may ask you some questions? Both Mr. Harrison and I have 
appointments in a few minutes, and we will have to leave. 

Mr. Suearer. I would be very happy to do so. 

Mr. Bocas. Thank you very much. 

We will reconvene at 2: 30 p. m. 

Thereupon, at 12 noon, the subcommittee recessed until 2:30 p. m., 
the same day.) 

AFTERNOON SESSION 


The subcommittee reconvened at 2:30 p. m., upon the expiration of 
the recess. 

Mr. Boees. The committee will come to order. 

Do you have any questions of Dr. Shearer? 

Mr. Harrison. No, Mr. Chairman. That was a very fine paper, 
though. 

Mr. Boees. Mr. Morrison ? 


STATEMENT OF WARREN SHEARER—Resumed 


Mr. Morrison. Mr. Shearer, you referred to the very heavy demand 
among these European countries for American goods. Do you think 
that is likely to persist in the future ? 

Mr. Suearer. This is certainly my conviction. Europe can never be 
a basically self-sustaining area and the production that is necessary to 
keep her factories moving and provide a balanced expansion of output 
and meeting her demands for consumer goods, as well as capital goods, 
seem to me likely to expand indefinitely into the future as long as there 
continues to be the general worldwide expansion in economies. 

Europe is much closer to capacity production today without great- 
ly increased imports than is the United States. 

Mr. Morrison. I notice the raw materials your refer to are steel, 
copper, and coal. Steel, I presume, is something that the Europeans 
themselves aim to expand greatly, is it not? 

Mr. Suearer. Only, I would say, to a limited extent. They are 
very definitely short of certain commodities. They don’t have the 
quality of ore—there is a substantial amount in Sweden—and other 
of the elements. 

When you say “steel,” of course, I refer also to finished metal prod- 
ucts of which I think Europe will demand an increasing quantity. 
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Mr. Morrison. In copper I presume Africa is becoming an increas- 
ingly important supplier and our own consumption promises to exceed 
our production. 

Mr. Suearer. Yes; I think this is quite true, although we are ex- 
porters as well as importers of copper. 

Again, when I am talking about American and United States com- 
modities, I refer to those that come basically from the dollar area as 
a whole. 

Mr. Morrison. Then you get into the manufactured products. It 
has been said that with the current development it is likely that dif- 
ferent countries will have about the same productivity in one line of 
production as another. 

Illustrative of that, I understand the British and, even to a greater 
extent, Germany, have developed automobile production along the 
same lines as our own. 

What likelihood is there that Europe will continue to demand such 
goods from the United States ? 

Mr. Surarer. Well, particularly in the case of automobiles, I think 
there are very few markets in Europe where we are allowed to sell 
anything like the number that could be sold. I would say that there 
is a great unfilled demand there, as there is for a lot of other durable 
consumer goods, which I have some confidence over a period of time 
will be increasingly admitted to the European market. 

That is not to say that there won’t be more severe competition. 
American automobiles are clearly in Europe something of a luxury 
item. They consume a great deal more gasoline, and, as we are all 
aware, quite aside from any temporary situation, gasoline is a com- 
modity which is tremendously more expensive, in short supply, in 
Europe. 

Mr. Morrison. What I am trying to get at is. that vou take all the 
highly manufactured goods, like automobiles, radios, refrigerators, 
and so on, is there any reason to believe that American industry will 
have a larger foreign market in these things in the future than it has 
had in the past? Aren’t these countries going to produce them for 
themselves and as they develop mass markets for these goods the same 
techniques will be available to them as to our manufacturers ? 

Mr. Suearer. That is certainly true if you take any specific com- 
modity at this particular moment of time. 

I have a substantial conviction, however, that the dynamic nature 
of a free economy producing new products—and this is particularly 
true and characteristic of the United States—will have a constantly 
expanding market in Europe, regardless of the fact that they will 
become more competitive and will expand their own production. 

It seems to me one of the things which we have demonstrated 
fairly conclusively domestically—and I think it is equally true inter- 
nationally—is that as income rises and competition gets stronger, com- 
petitors in general expand their output. 

[ will not say that the share of the European market percentagewise 
which we would have if all restrictions were taken off today will be 
true 10 years from now, but if the market is expanded, as I think 
it - and will be, dollarwise in absolute terms our exports will ex- 
pand. 

Mr. Morrison. Is there any pooling of the dollar earnings of the 
OEEC countries? 
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Mr. Suearer. There is not. 

Mr. Morrison. So that the restrictions that each maintains on its 
import of goods from the dollar area is related to its own situation / 

Mr. Suearer. That is right. 

Mr. Morrison. Have you any comments to make on the effects of 
the Soviet policy in these Western Europe an countries / 

Mr. Suearer. I can make some very general comments as I have ob- 
served them. 

I think it might be a good time to answer the question that was 
asked this morning about the rate of expansion of European ex- 
ports to the United States. 

From 1952 through 1955 there was a 23-percent increase. This com- 
pares with the 42-percent rise in United States exports to Europe 
that I spoke of this morning from 1952 through 1956, using the first 
6 months as illustrative. 

Since the 1956 figures given this morning were estimates, to add to 
this 23-percent increase, 1952-55, there was a 29-percent increase in the 
first-quarter imports of the United States from Europe in 1956 over 
1955. This means that roughly European exports to the United 
States have increased by about 30 percent over the last 4 vears as 
compared with our own increase in exports to them of 38 or 42 per- 
cent, depending on whether you include the United Kingdom. 

Now, with respect to Soviet policy—I bring it in at this moment— 
there are 2 or 3 countries in Europe where the : present balance-of-pay- 
ments situation and the Soviet policy of being willing to absorb sur- 
pluses are a very real factor. 

I will take two of them merely to illustrate. In Norway, which is 
one of the lagging countries on both intra-European liberalization 
and to a lesser extent on dollar liberalization, the Norwegians have 
openly said in the OEKC that they find it necessary to retain quotas on 
European goods and I think a fortiori on United States goods, because 
if they permitted free importation of goods from Western Europe 
they would force Soviet goods out of the market and they would have 
nothing then to buy from the Soviet bloc to counterbalance what they 
must sell the Soviet since markets are not available in Western Eu- 
rope for particular items which play an important part in the Nor- 
wegian economy. 

Greece, for example, is in the position today of finding that the 
Soviet bloc is making pretty much blanket offers to purchase sur- 
pluses of agricultural products, tobacco, and the like, which she can- 
not find a market for elsewhere in the European area or elsewhere in 
the world. 

To take a third example: For some 3 or 4 years now, Iceland has 
been basically dependent on bilateral agreements with the Soviet bloc 
to maintain her exports and I think there can be little question, al- 
though the cause and effect as you know, is a dangerous thing to 
attempt to draw, that this trading relationship, this dependence of 
Iceland on Soviet exports, has been responsible for the recent diffi- 
culties which appeared in the papers, vis-a-vis Iceland relationship to 
NATO. 

My feeling is that the Europeans in general have come to the con- 
clusion that there is likely to be a long period of detente with mini- 
mum possibilities of war, that they therefore see little reason to main- 
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tain trade restrictions against the Soviet bloc that we would like 
to see maintained. 

To take one illustration, they were importing something like 34 
million tons of United States coal which might conceivably be—al- 
though there is a question mark on present capacity but which was, at 
one time certainly—more cheaply obtained from Poland. 

In the face of all of these unquestioned economic pressures to de- 
velop markets in the East, it has been my impression, while there has 
been substantial objection to some of the strategic trade controls which 
have existed, that on the whole the members of NATO and the OEEC 
have cooperated excellently and foregone definite opportunities to 
sell goods to the Soviet Union which were on the embargoed list and 
in return have suffered to some extent certainly in their ability to get 
rid of surpluses. 

Denmark, I think, is a particular example and one of those coun- 
tries where the feeling about our section 22 quotas on agricultural 
products is most extreme. 

Denmark used to sell a considerable quantity of agricultural prod- 
uce to the Soviet Union and in their trade negotiations they have been 
unable to build this up because the Danes have refused by and large— 
there are one or two exceptions which you are perhaps acquainted 
with—Soviet pressures to sell goods that are on the strategic controls 
list, even though such sales would have been accompanied by further 
sales of agricultural products. 

This is one of the reasons again for the pressure on the high tariff 
countries and particularly Germany to open up her markets, so that 
these markets that expand within the Western bloc of Europe may 
absorb some of the goods which formerly moved east and which the 
Soviet Union is now not apparently willing to purchase except at 
the price of violation of agreements. 

That is one reason that I personally am very strongly convinced 
that the establishment of a free-trade zone or a common market area 
in Europe would be of basic advantage to the United States, in spite 
of what I know would be temporarily some loss of our exports, because 
this is the only way we can fundamentally over a long period of time 
succeed in knitting Europe into an economic unit that will have the 
strength to oppose these pressures which again, I believe, we can prove, 
am going to be applied to individual European countries by the Soviet 
loe. 

Mr. Morrison. Is it your conclusion that our policy will greatly 
affect the effectiveness of the Communist trade with Europeans? 

Mr. SHearer. I am not sure I understand. If you mean that our 
policy, to the extent that it persuades the Europeans that we are 
going to permit—I say permit—the expansion of the American market 
to result in increased sales to the United States, to the extent that 
we can convince them that we are permanently embarked on the liberal 
trading policies which we have followed, to that extent I think our 
whole position vis-a-vis maintenance of the East-West trade controls, 
is substantially improved. 

I am not an authority on whether or not the list is too large, as 


| iscommonly said by the Europeans, and I would not attempt to answer 


that. 
But in terms of the maintenance of basic strategic trade controls 
a great deal, I think, depends on whether or not the Europeans feel 
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that the American market will be open to them in quantities sufficient 
to enable them to maintain their expanding economies. 
If they have doubts about that, the pressures to turn to the Soviet 


Union for purchases, dangerous though that may be, and sales, is going 
to be intensified. 

Mr. Boaas. Mr. Martin. 

Mr. E. Martin. Dr. Shearer, I would like to learn a little bit more 
about this OEEC liberalization. 

When you say they have liberalized to the extent of 90 percent, 
you mean that 90 percent of their trade as of 1948 has been exempted 
from the quota control; is that correct? 

Mr. Suearer. That is not quite correct. It is necessary if you are 
going to provide a measure and see that effective liberalization occurs, 
to give a certain weight to each commodity that is under restriction, 
or has been freed and these weights were based on 1948 volume of 
trade. 

To take a commodity illustration, let us say that in 1948 France, 
40 percent of her imports were made up of commodity A and 60 
percent of commodity B, and both of these commodities were under 
quantitative restrictions. 

If in 1952 France removed import quotas from commodity A, then 
she would have a record of 40 percent liberalization. 

And the remaining 60 percent would not be free. 

Thus, for a whole range of items running up into the thousands, 
this makes it difficult, admittedly, and this is one of the problems the 
organization is struggling with, to determine exactly what the per- 
centage of liberalization is as of 1956 in terms of 1956 trade patterns. 

I think this is the point of your question. 

I don’t believe—and there have been 2 or 3 examinations of this 
problem—that shifting the weights from 1948 to a more recent date 
which, incidentally, the United States has always favored doing and 
some aor countries have as well, would alter the 90-percent figure 

atly. 
err ial alter the specific figure for particular countries. 

Mr. E. Martin. You would have some rather important changes 
in consumption, would you not? 

Mr. Suearer. That is right. 

Mr. E. Martin. As a result of which one might have a liberaliza- 
tion of 99.9 percent and still have a volume of imports under control? 

Mr. Suearer. That is right. 

This, in fact, has not occurred. Admitting the weakness of the per- 
centage method, I would say it is a fair reflection of the degree to 
which private trade has increased. 

To further help your understanding, this does exclude state trading 
and there are in Germany and Sweden in particular, considerable 
volume of commodities, Switzerland also, that are state traded and 
those items do not show up in this liberalization percentage. 

The OEEC is now at work on both expanding quotas for those items 
that are still under control and in examining the state trading practices 
of the countries that do engage in state trading to make sure that those 
practices are not restrictive or discriminatory. 
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Mr. E. Martin. Has the relaxation of quantitative restrictions been 
accompanied by any increase in state trading? 

Mr. Suearer. No. 

KE. Martin. That is a situation that existed before the liberaliza- 
tion % 

Mr. Suearer. That is a situation that has existed, and in fact there 
has been a substantial diminution in state trading since the liberaliza- 
tion program went into effect. 

Mr. E. Martin. Has the United Kingdom practically abandoned it? 

Mr. Suearer. The United Kingdom has completely, I think, aban- 
doned state trading. 

Mr. E. Martin. You referred to our exports to Europe having in- 
creased a great deal more since 1952 than our imports from Europe. 
I wenllioel why you picked 1952 as the base period. 

How has the situation been, say, starting in 1948, when the Marshall 
plan was put into effect ? 

Mr. Suearer. I think I referred to that. It was not until this year 
that our volume of exports to Europe equaled that volume that took 
place in 1948. 

Mr. E. Martrn. How about our imports from Europe in 1948 to 
date. Have they gone down? 

Mr. Suearer. As to our imports from Europe in 1948, to date, I 
don’t have that figure, but it is quite obvious if we were importing a 
billion dollars worth in 1948, which is roughly what we were import- 
ing, and there is roughly a billion-dollar gap today, that our imports 
from Europe must Sate gone up from 1948 by approximately 300 
percent. 

But, of course, 1948 is a reasonably bad year to take since at that 
time Europe’s productive capacity was still well below prewar levels 
and it was not, I think, until 1952 that you could start talking about 
Europe’s productive capacity having been rebuilt to the point where 
Europe could even start to consider regaining her previous prewar 

osition. 
7 I think 1952 is a better date than 1948. 

No date for comparison is really perfect, obviously. 

Mr. E. Martin. No, but if you are assessing the effect of the Mar- 
shall plan, you should go beyond 1952, should you not ? 

Mr. Suearer. I think this depends on the way one thinks. I should 
think that one would take the period at which the effects of the Mar- 
shall plan had been shown in the reconstruction of Europe and then 
measure it from that period forward, rather than from the unusual 
circumstances which necessitated it. 

Mr. E. Martin. On page 7, you stated that foreign trade represents 
at best 6 percent of our gross national production. 

I asked this question of Prof. Ed Mason the other day. By this 
foreign trade, do you mean imports or exports? 

Mr. Suearer. Imports and exports. 

Mr. E. Martin. Added together? 

Mr. SHearer. Added together. 

Mr. E. Martin. That is $28 billion representing 6 percent of $381 
billion ? 
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Mr. SHearer. Our gross national production of over $400 billion, 
I took 12, roughly. 

Mr. E. Martin. That is imports? 

Mr. SHearer. No; 12 and 12, $24 billion. 

Mr. E. Martin. Exports are a lot more than $12 billion ? 

Mr. Suearer. Including military shipments, they are. I don’t have 
the exact data before me. 

Mr. E. Martti. I raise the question whether it is very significant 
to compare imports of goods with a figure that has a very large com- 
ponent of services with which those goods cannot possibly compete or 
displace in any way. Would it not be more valid to compare imports 
with our production of movable goods if we want to get a concept of 
how significant imports are to our productive capacity ¢ 

Mr. Dassatiin I think that would be an effective measure, although 
I do not believe that you can exclude services which are either dollar 
earners for Europeans, or 

Mr. E. Martin. But, Dr. Shearer, in your tabulation you excluded 
services which are dollar earners for Europeans. You only included 
the dollar value of imports of goods. 

If you include the dollar value of services we import you get a lot 
more than $12 billion. 

Mr. SuHearer. The United States balance of payments in 1955 show 
roughly twenty-five or twenty-six billion dollars of foreign trade. 

Mr. E. Martrn. In goods? 

Mr. Suearer. Goods and services. The whole balance of payments. 

Mr. E. Martrn. What I am getting at is that if you compare the 
imports of goods with our production of goods the imports look a 
lot more significant, do they not, than if you compared them with our 
production of goods and services? 

Mr. SHearer. Absolutely. I would not deny that at all. 

I was talking about this, however, not in terms of the impact of 
imports on the United States economy, but the relationship of for- 
eign trade to the economy as a whole as compared to the relationship 
of foreign trade to the economies of European countries which it seems 
to me is a reasonably valid comparison if for no other reason than 
that our own tendency within the United States has been to increase 
the proportion that services make up of our own gross national pro- 
duction. 

Mr. E. Martin. Now, you have told us, as I understood it, that 
in Europe, speaking in broad terms, that the quantitative restrictions 
had been removed except on the hard-core items, that is, the items 
which require protection which more or less is equivalent to tariff 
protection. 

Mr. Suearer. That is right. 

Mr. E. Marrtn. Do you have any view on how the maintenance of 
these quantitative restrictions for such protective-purpose comports 
with GATT, the General Agreement on Tariffs and Trade? 

Mr. Suearer. Well, except for those countries that can plead bal- 
ance of payments excuses, why protective import restrictions are pre- 
sumably taboo, therefore, it does not comport with the General Agree- 
ment on Tariffs and Trade. 
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I think it was necessary likewise for the United States to secure 
a special ruling at the last session of GATT to bring our own section 
22 import restrictions into line. 

Mr. E. Martin. Why is that? 

Mr. Suearer. Why is that? 

Mr. E. Martin. Yes. Do you think our section 22 restrictions 
violate GATT ? 

Mr. Suearer. They certainly did. 

Mr. E. Martin. Did not the contracting parties say it was all right 
to keep them ? 

Mr. Scuerer. Yes, when we went and got special waiver to do so 
at the last session. 

Mr. E. Martin. Do you think that waiver is bad? 

Mr. Scuerer. I did not say that I thought the waiver was bad. I 
think it was absolutely necessary. 

I am saying that the Europeans find themselves in very much the 
same position except that they are, with the exception of the Benelux 
countries, still operating under a balance of payments escape clause 
which does not bring the quantitative restrictions into direct question. 

Mr. E. Martin. Now, regarding what you say, is the impossibility 
of wiping out all intra-European tariffs at one step, even if they 
heed go into a customs union or free-trade area, do you know 
whether in the Benelux area all tariffs have ever been wiped out to 
this day ? 

Mr. Scuerer. There has been a great deal of trouble. 

Mr. E. Martin. Have they succeeded in eliminating all tariffs in 
this area ? 

Mr. Suearer. No, but when you say this day the Benelux Customs 
Union was created and finally formed something like 18 months ago. 

Mr. E. Martin. That is being a little technical, is it not, Doctor? 

It has been underway for some 10 years. Certainly the Benelux 
countries negotiated to get into a general agreement as a customs union 
in 1947. 

Mr. Suearer. Yes; that is right. It has been underway. This 
is perhaps indicative of the rate of progress which can be expected 
but, nevertheless, the waiver that the Benelux countries received at 
the last session of the contracting parties to the General Agreements 
on Tariffs and Trade did set forward a very definite program whereby 
the remaining quantitative restrictions that were imposed would be 
removed and where their tariffs would be harmonized completely 
over—I am not sure what period—I think something like a 6-year 
period. 

Mr. E. Martin. My question does not imply criticism of them. I 
am just citing it as an illustration that it is a very difficult proposition. 

Mr. Suearer. My own judgment is that there is no prospect really 
of removing all restrictions among European countries whether there 
is a customs union or a free-trade union within a period of 10 or 12 
years. Itisa long-term process, as you indicate. 

Mr. Boaes. Doctor, do you expect the tendency toward economic 
unification to move ahead in Europe? 

Mr. Suearer. I beg your pardon ? 
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Mr. Boaes. Do you cxpect further economic unification ? 

Mr. Suearer. Yes;I do. Iam not sure as to what form it will take, 
but I think the movement is well underway. It may take the form 
of closer and closer cooperation, increasing discussions about how to 
harmonize policies and prevent inflation in one country from getting 
out of bounds. 

It may take the form of the Customs Union among the six coal and 
steel community states, but I do believe that fortunately the future 
path has been set. 

I cannot give you an estimate as to the speed at which they will move. 

Mr. Boses. Can this continue without additional political unifi- 
cation ? 

Mr. Suearer. Well, I have a peculiar and perhaps radical point of 
view on this since I am an economist, but I do not believe that political 
unification is likely to be meaningful until there has been a sufficiently 
effective economic integration that countries will at some point in time 
suddenly wake up one day and say, “If we move to political unification 
there will be no considerable dislocation of our economies.” 

I think the economic egg precedes the political hen, or the other way 
around. 

Mr. Bocas. So that you feel that the more economic unification of it, 
the more you are apt to have further political unification ? 

Mr. Suearer. I think this is the record. I have sat and listened to 
discussions which in these circles would be called rather violent name- 
calling among representatives of sovereign countries in the OEEC 
when they are criticizing one another’s economic policy. 

I have seen pressure brought to bear on individual governments to 
make movements in the name of economic cooperation which would 
in the case of the name-calling have been causus belli in earlier eras 
and pressures which would have been utterly rejected prior to the for- 
mation of the OEEC. 

In other words, I think there is a measure of, even there, a limited 
sort of political harmonization going on which ought not be ignored 
although it is not a very dramatic and striking phenomenon to the 
outsider. 

If you are there to see it, I think one cannot help but be impressed 
with the sincerity of purpose with which the OEEC countries are 
striving to build an economic unity which is advisable and which is 
liberal. 

Mr. Bocas. It is rather difficult for me to see how you can do this 
indefinitely without the necessary political institutions. 

For instance, if it is uneconomic to have an automobile industry in 
Italy, and it is economic to have one in Germany, what do you do about 
that situation ? 

Mr. Suearer. I think all you have indicated at this point is that 
the progress is bound to be slow. 

As a matter of fact, to the extent that there have been removed 
these import quotas, to the extent that there is tariff reduction, the 
normal economic forces will work regardless of political implications 
or institutions to reduce the number of automobiles produced in Italy 
and increase the number produced in Germany. 
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Now, I am not suggesting that we are at the stage of development 
now in which you can conceivably talk to a Frenchman about abandon- 
ing the Renault works and allowing automobiles to be produced in 
Germany where they are apparently being more economically pro- 
duced than any place else in Europe, but I am suggesting that ver 
substantial shifts in production are occurring internally as a result 
of these pressures—these competitive pressures from abroad—and that 
while it is gradual progress, it is something which seems to me is 
bound to continue. I would be completely Losue, I might say, to 
answer directly, if 15 years from now I saw countries ready to talk 
more seriously than they are today about political unification as a re- 
sult of the gradual progress that has been made over the span of years 
between now and then. 

Mr. Boces. Is there any movement toward a common currency ? 

Mr. Suearer. No. I suppose this is implicit in the talk about a 
common market. It is implicit when you start talking about the dif- 
fering rates of inflation and the like, but talking about common cur- 
rency at this moment is just perhaps the 15 years that I mentioned 
ahead of the times. 

Mr. Boees. You feel that all of this is to the good, do you not? 

Mr. Suearer. I am convinced it is to the good; yes, sir. 

Mr. Boees. Thank you very much. 

Are there any questions, any further questions? 

Mr. Harrison. No, thank you very much, Mr. Chairman. 

Mr. Suearer. Thank you, Mr. Chairman. 

Mr. Boggs. Our next witness is Dr. Irving B. Kravis. 

Mr. Kravis is professor and chairman, department of economics, 
at the University of Pennsylvania. He has had a background of 
experience with the trade-agreements program and is a former official 
of the Department of Labor. 

He has recently undertaken special studies with respect to the level 
of wages in relation to the American foreign trade. 

We are glad to have you. 


STATEMENT OF IRVING B. KRAVIS, PROFESSOR OF ECONOMICS, 
WHARTON SCHOOL OF FINANCE AND COMMERCE, UNIVERSITY 
OF PENNSYLVANIA 


Mr. Kravis. Thank you, sir. 

Mr. Chairman and gentlemen, you can see from the statement that 
you have in front of you that it is a fairly long statement and I 
don’t propose to try to read it. . Instead I will just run through it, 
calling your attention to some of the essential points. 

Mr. Bocas. We would like very much to make the statement a part 
of the record and without objection, it will be so incorporated. 

Mr. Kravis. Thank you, Mr. Chairman. 

(The statement referred to is as follows:) 


STATEMENT OF IrvING B. KRAvIs, PROFESSOR OF ECONOMICS, WHARTON SCHOOL OF 
FINANCE AND COMMERCE, UNIVERSITY OF PENNSYLVANIA 


For more than a hundred years now proponents and opponents of tariff pro- 
tection have argued about the relationship between wages and foreign trade. 
On the one hand, we are told by the protectionists that cheap foreign labor makes 
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it impossible for domestic producers to meet the competition of foreign producers 
and that without protection domestic workers will lose their jobs. On the other 
hand, we are told by free traders, that free international markets will drive 
each country to produce those products that it can make with the greatest 
relative efficiency and that the result will be to raise the real wages of the 
labor force. I would be less than candid if I did not state at the outset that 
I think the latter case is the stronger, but it is not my intention to drag the 
committee over the long, familiar theoretical pres and cons of this controversy. 
I wish instead to place before the committee the actual facts about wages in 
American export industries as compared to wages in American industries that 
compete with imported products and to add some comments and suggestions 
about trade policy.’ 


MANUFACTURING INDUSTRIES 


Leading export industries 

The first task is to identify the leading export and import-competing indus- 
tries.” After considering various criteria of selection, it was decided to regard 
as leading exporters all industries with exports of $50 million or more either 
in 1947 or 1952 and as leading import-competing industries all industrial cate- 
gories in which there were competitive imports of at least $30 million either in 
1947 or 1952.’ 


1Much of what follows is borrowed from my articles entitled “Wages and Foreign 
Trade,” Review of Economics and Statistics, February 1956; “Availability and Other 
Influences on the Commodity Composition of Trade,’ Journal of Political Economy, April 
1956; and “The Growth Criterion as a Guide for Reciprocal Trade Policy,” Quarterly 
Journal of Economics, May 1952. 

2The reconciliation of foreign trade statisics with data on wages, employment, and 
production for the years 1947 and 1952 had been accomplished by the Bureau of Labor 
Statistics in connection with its input-output studies. (Cf. Bureau of Labor Statisics, 
Industry Classification Manual for the 1947 Interindustry Relations Study, revised 
March 20, 1952.) Average hourly earnings, which are used as the measure of wages, are 
either calculated from census data or taken from BLS estimates. For agriculture, how- 
ever, there was no source of hourly earnings data, and, as is explained in the section 
on agriculture, a makeshift method based on data of the Bureau of Agricultural Economics 
was employed. 

The Bureau of Labor Statistics assigned each exported and imported commodity to 
the industry producing that goods as its primary product. Imports for which there was 
no comparable domestic production, such as coffee, were classified as “noncompetitive 
imports” and are of no further concern here. The BLS allocation of exports and imports 
to input-output industries was used in the present study with relatively few alterations. 
The most important adjustment in the case of the 1947 data was necessitated by the fact 
that the input-output study related to continental United States and thus treated ship- 
ments to territories as exports and shipments from territories as imports. For some, but 
not for all, purposes, it was necessary to go back to. the original foreign trade data in 
order to obtain figures for exports to and imports from foreign countries exclusive of 
United States territories. For 1952, BLS input-output figures excluding territorial trade 
were. available. 

® These limits were selected to include a reasonably small number of industries (say 
25 to 50) but a large enough number to account for a substantial share of total exports 
and imports. It was necessary to establish a lower limit for import-competing indus- 
tries than for export industries because imports were substantially lower than exports: 
also, the foreign values at which imports are reported in the foreign trade statistics are, 
for some products, substantially below the duty-paid landed yalues in the United States. 

Other criteria for the selection of the leading export and import-competing industries 
were also considered. One, the ratio of exports or imports to domestic production, would 
be the most significant criterion from the standpoint of a particular industry, but not 
from the national viewpoint when interest is centered on accounting for the bulk of 
foreign trade. The other criterion, net exports (i. e., the value of exports minus the value 
of imports), would sometimes result in classifying an industry which was both an im- 
portant exporter and a producer of commodities that were imported in large quantities 
as only one or the other. 
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TABLE 1.—Leading exporters among United States manufacturing industries’ 


Average 
I-O Industry hourly 
code 2 earnings, 
1947 


2010 | Meat packing . 235 

2020 | Dairy. prodnets....-..---.--.----- satel alactinten cians GES . 973 | 
2033 | Canning and preserving food -----.......-.....-.------ . 965 

2041 | Flour and meal . 152 | 
2044 | Rice cleaning and polishing -__.--......----..--.---- . 859 

2090 | Liquid, frozen, and dried eggs__._.-.....--_....--.--.- 
pi pdt Peat A, ea A AI. = te al : 
2141 | Tobacco stemming and redry 

2220 | Cotton and rayon textiles 

2300 | Apparel 

2421 | Sawmills and planing mills 

2612 | Paper and paperboard 

SOUR te Os — oii 8 = nrg 5 nig 55 2 dgteios nn sss 
2700 | Printing, publishing, and allied industries___----___- . 
ST Se I, «one OS een cme Bhniwmknas 
2223 | Plastic materials 

2829 | Organic chemicals 

2830 | Drugs and medicines-_-_--...-- <iieeiliaatinis die tance oan al 
2911 | Petroleum refining 

3011 | Tires and inner tubes 

3099 | Rubber, not elsewhere classified 

3312 | Steel works 

we a NS ae et a Be ee CaS : 
3519 | Internal combustion engines 

3521 | Tractors 

3522 | Farm machinery 

3531 | Construction and mining machinery 

3532 | Oilfield machinery 

3541 
3542 | Metalworking machinery 

3551 | Food products machinery 

3552 | Textile machinery 

3559 | Special-industry machinery 

3561 | Pumps ane compremors._.................-_........-.. 
3569 | General industrial machinery - 

3571 | Computing machinery and cash registers 

3585 | Refrigeration machinery- -----..---...----- as a 
3614 | Motors and generators 

3616 

3661 

3717 | 

3721 | Aircraft 

3731 | Ship building and repairing 

3741 | Locomotives and parts 

3742 

3861 | 


~ 





51 
61 
134 
100 
54 
68 
965 
25 
51 
43 
28 
45 
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6, 774 


1 All industries with exports of at least $50 million either in 1947 or 1952. Most of the 46 industries in the 
table had exports of at least $50 million in both years; only 2 had smaller exports in 1947 and only 4 in 1962. 

?Cf. Bureau of Labor Statistics, Industry Classification Manual for the 1947 Interindustry Relations 
Study (revised March 20, 1952). 


Within manufacturing, the result of this procedure was that 46 industries were 
selected as the leading exporters (see table 1) and 36 as the leading import-com- 
peting industries (see table 2). The 46 export industries accounted for over 
half of total commodity exports both in 1947 and 1952 and two-thirds to three- 
fourtifs of manufactured exports. The 36 import-competing industries accounted 
for over 40 percent of total commodity imports and for a much larger share of 
imports of manufactured products in both years. 

Of the 46 industries listed in table 1 as leading exporters, 32 afforded workers 
hourly earnings above the average for all manufacturing in 1947. Hourly 
earnings in the 46 industries taken together can be computed in various ways, 
and each method produces a different answer. An unweighted arithmetic mean 


‘For the industries in tables 1 and 2, the original 1947 input-output figures for exports 
and imports, which included territorial trade, were replaced with figures representing 
foreign trade only. For 1952, minor changes that had been made in the reconciliation 
of the foreign trade and the SIC systems from the 1947 reconciliation had to be adjusted 
so that the figures for the 2 years would be on a consistent basis. The export and im- 
port figures for 1947 and 1952 in tables 1 and 2, therefore, represent the author’s respon- 
sibility, although they are fundamentally based on the coding work of the BLS Division 
of Interindustry Economics. 


83979—56—pt. 1 20 
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(i. @, the sum of column (1) divided by 46) yields average hourly earnings for 
the 46 industries of $1.306; the corresponding average for the other 282 manu- 
facturing industries is $1.201. However, this kind of average accords all the 
industries equal weight; for example, the rice cleaning and polishing industry 
with only 8 million man-hours in 1947 has as much influence on the result as the 
apparel industry with more than 2 billion man-hours. When the 1947 man-hours 
worked in each industry are used to weight the hourly earnings, the average 
hourly earnings for the 46 industries come to $1.290. This is comparable to a 
similarly weighted average for all other manufacturing industries of $1.211; the 
weighted average for all manufacturing, export, and nonexport industries to- 
gether is $1.252. 

Yet for the present purpose, averages weighted by man-hours worked leave 
something to be desired. Most of the man-hours were worked to produce outputs 
that were sold to domestic customers. Why should a large number of man-hours 
occasioned by production for the domestic market be permitted to influence the 
average for export industries? If the purpose is to determine the wage levels 
represented by the goods that enter foreign trade, the most relevant figures to 
use as weights in averaging the hourly earnings of the 46 industries are the 
export figures. When the 1947 earnings of each industry are weighted in por- 
portion to 1947 exports, average hourly earnings in the export leaders as a group 
come to $1.321; if 1952 exports are used as weights, the average is $1.368. 

The difference between the last two averages invites attention. The fact that 
average hourly earnings are higher when weighted by the 1952 exports indicates 
that the higher wage industries amongst the export leaders must have expanded 
their exports relative to the low-wage industries in the group. Even a casual 
study of table 1 shows that this is true; most of the industries with hourly earn- 
ings below the average for all manufacturing ($1.252) had lower exports in 
1952 than in 1947, and most of those with higher than average hourly earnings 
had higher exports in 1952. The matter is summarized in the table below. 

Of the 14 leading exporters with hourly earnings below the average for all 
manufacturing 11, possibly 12, can be considered predominantly producers of 
consumers nondurable goods. The exports of these industries in 1947 were stim- 
ulated by foreign-aid shipments and by the incomplete recovery from wartime 
destruction and deterioration of similar industries abroad ; by 1952, these factors 
had largely subsidized, and lower exports were to be expected. 

Most of the other industries which had above average hourly earnings are 
manufacturers of capital goods or processors of industrial raw materials, such 
as steel and chemicals. Despite the decline in the total reported exports for the 
46 industries as a whole between 1947 and 1952, the figures in table 1 show sub- 
stantially increased exports for the machinery, petroleum refining, chemical, and 
paper industries. 


The secondary export leaders 


It is possible that different results might be obtained if some other criterion 
were selected to identify the leading export industries. Partly to explore this 
possibility and partly because of the inherent interest in the stake of individual 
industries in exports, a tabulation was drawn up of industries whose 1947 ex- 
ports were equivalent to 10 percent or more of the value of their production (1947 
data had to be used in selecting the industries because, owing to the lack of a 
manufacturing census in 1952, production data were not available for the 4-digit 
industries). The 10-percent level was chosen as representing a proportion of 
output that would be low enough to include a fair number of industries and yet 
be high enough to be a significant margin from the standpoint of the economy of 
a particular industry. Industries already included in table 1 as leading ex- 
porters were omitted. The result was that an additional 54 industries were 
selected.’ 

The average hourly earnings for secondary export leaders, while not so high 
as for the 46 industries singled out by the $50 million criterion, were still above 
the average for the 228 industries that did not qualify for either group of 
exporters. The comparisons are as follows: 





5 The list of these industries, together with their 1947 average hourly earnings and 
exports, is not included for reasons of space. 
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! i | 

46 leading | 54secondary | Total export | All other in- 
exporters export | leaders (100 | dustries (228 

| leaders | industries) industries) 


4 verage hourly earnings: 
Unweighted 
Welgptee by: | 
Man-hours i . 257 1. 288 
I ein ne ene s R 1.317 
t 





1 Not available. 


Further confirmation of the findings of table 1 is available from the fact that 
if the large exporters within the group of 54 secondary export leaders are singled 
out, they are found to have higher hourly earnings than the others. For example, 
the 16 industries with 1947 exports in excess of $20 million had average hourly 
earnings of $1.303 (unweighted arithmetic mean), virtually the same as the 
industries selected as leading exporters. 

The secondary export leaders, like the leading exporters, are largely suppliers 
of capital goods and industrial materials; the metals, machinery, and equip- 
ment industries dominate the group. However, these industries are generally 
much smaller than those in table 1. This is to be expected from the criteria 
of selection ; it takes an industry of a certain minimal size to produce $50 million 
worth of exports; but any industry, however small, can export 10 percent of its 
production. Thus the average number of workers per industry among the 
secondary export leaders was less than 10,000, while the average for the export 
leaders, excluding the apparel combination which accounted for over a million 
workers, was 115,000. The total number of production workers employed by the 
34 secondary exporters was 505,000; the number accounted for by the 46 leading 
export industries was 6,295,000. These figures compare with a total of 11,914,000 
for all manufacturing industries combined. Very similar relationships are 
found if the comparisons are made in terms of value added in production or ship- 
ments rather than employment. 


The leading import-competing industries 


The average hourly earnings of the 36 leading import-competing industries 
(see table 2), taken as a group, were below those of the export leaders but 
very close to those of total manufacturing.’ The comparative figures, using 
1947 earnings data, are as follows: 


36 leading | All manufac. 
46 leading import- turing indus- 
exporters competing tries (328 

industries industries) 


— 


Average hourly earnings: 
Unweighted $1. 213 $1. 216 
ba sh 1, 245 1. 252 

Man-hours ; . 245 2 
1947 export or import i 1. 143 () 
1952 export or import 1.272 (1) 


1 Not available. 


It will be noted that the 1947 hourly earnings of the import-competing indus- 
tries are higher when weighted by 1952 imports than when weighted by 1947 
imports. The reason lies in the greater relative importance in 1952 of imports of 
durable goods,’ particularly processed raw materials, which generally fell with- 


®The difference betweeen the unweighted means of the 46 export industries and all 
(328) other manufacturing industries is statistically significant; there is less than 1 
chance in 100 that a difference as large as the observed difference could be due to random 
factors. The difference between the unweighted means of the 46 export industries and 
the 36 import-competing industries does not meet so rigid a test of statistical significance ; 
there are 8 possibilities in 100 that a difference ths large could be due to chance. Tests 
of significance were not applied to the other averages. However, in view of the larger 
spread between the means weighted by the 1947 trade data, it seems unlikely that this 
difference can be due to chance ; the eoaae potas can be made, with less certainty, about the 
averages weighted by the 1952 trade statistics. 

7 Goods made primarily of wood or metal. 
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in industry classifications that had high hourly earnings. Against a back- 
ground of a near doubling in the value of imports for both the group of 36 in- 
dustries in table 2 and all comodities, manufactured and nonmanufactured alike, 
there was threefold increase in imports of the durable goods categories in table 
2. Imports in the low earnings, nondurable goods industry categories in table 
2 increased also, but only by 60 percent. Within the durables group, 7 industrial 
materials classifications supplying lumber and primary metals account for over 
one-third of the increase shown in the table totals. The most notable increase 
outside of the durables group was the tripling of imports of petroleum prod- 
ucts. 

Attention has been drawn to the wage differential between durable and non- 
durable industries in the discussions of both the leading export and the leading 
import-competing industries. For manufacturing as a whole, the 1947 differen- 
tial was about 12 cents (average hourly earnings were $1.292 in durables and 
$1.171 in nondurables). This spread is larger than those between all but one 
of the pairs of averages for the leading exporters and the leading import-com- 
peting industries. The question arises, therefore, whether the observed dif- 
ferences in earnings between the two groups of manufacturing industries may 
not simply reflect the greater predominance of durable goods industries in the 
export group. In order to investigate this, the durable and nondurable goods 
industries were segregated, and comparisons of earnings for the exporters and 
import-competing industries were made: 











Nondurable industries | Durable industries 
| 20 leading | 23 leading 26 leading 13 leading 
| expert | import- | export import- 
| industries | competing | industries competing 
industries industries 
eer ill ee eidaeieetoe os —|— saith eat 
Average hourly earnings: 
ce $1. 200 $1. 129 $1. 388 $1. 362 
Weighted by— 
PORDININTG. oo ccecne 1. 198 1. 142 1. 409 1. 428 
1947 export or import... aa 1. 195 1. 086 1, 442 1. 318 
1952 export or import.................-- 1. 277 1, 223 1. 433 1. 353 





There is a clear tendency for the export industries within each group to have 
higher averages than the import-competing industries. Neither the difference 
between the unweighted averages for the nondurables nor that between the 
corresponding averages for the durables is statistically significant. Neverthe- 
less, some weight must be attached to the high degree of consistency with which 
the export industry averages exceed the others and the fact that the size of 
the difference is larger in most cases when the means are weighted by trade 
figures. It seems fair to conclude that the differences in earning levels between 
leading export and leading import-competing industries in manufacturing is 
largely but not entirely the result of the varying mix of durable and nondurable 
goods industries in each group. 

No less than 15 of the 36 industries in table 2 appear also among the leading 
export industries in table 1. Some of these industries, such as flour milling, 
petroleum refining, and primary copper, produce goods that meet the classical 
requirements for international trade to an unusual degree. Their products are 
in universal demand, capable of grading or exact description, durable or at least 
nonperishable, and high in value in relation to their bulk. However, there were 
usually significant differences between the nature of the commodities exported 
and imported within a given industry classification.® 

Whatever the reasons for the appearance of these 15 industries on both lists, 
the question arises whether the earnings averages for the leading import- 
competing industries would be different if a criterion based on net imports had 
been used to select the industries. In order to check on this, the 10 industries 
in table 2 which were on a net export basis in 1947 and 1952 were deleted, and 
average 1947 earnings were computed for the remaining 26 industries. The 
results are compared with the figures for all 36 industries as follows: 





8 See Review of Economics and Statistics, February 1956, pp. 21-22, for further expla- 
nation of this point. 
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26 net im- 
porters 
| among lead- 
ing import- 
competing 


36 leading 
import- 

| eompeting 

industries 





industries 

| 

Average hourly earnings: | 
en ee a eee eee eee | $1. 213 $1. 208 

Weighted by— } } 

eens o3s0als_ o)..t. 2.4. ttsicies aacbeccntamcinsesdeaa 1, 245 | 1, 216 
I chiapas di ti aa aac a aaa Rl ned 1. 143 1. 138 
FORTE acne i cvecsanandsunanquntgaunemecaemaeames tana 1, 272 1, 249 


pee ee etl 


TasLE 2.—Manufacturing industries with competitive imports in excess of $30 
million in 1947 and 1952: Average hourly earnings for 1947 and imports for 
1947 and 1952 





oO Average Imports Imports 
ode Industry hourly 1947 2 1952 2 
earnings 
Millions Millions 

2010 | Meatpacking 3 $115.8 $206. 2 
2020 | Dairy products ¢ 12.6 45.5 
2031 | Canned seafood 15.8 36.9 
2037 | Frozen food 32.4 102. 0 
2041 | Flour and meal 4_- 8.6 31.1 
2061 | Raw cane sugar __ 389.5 52.4 
2062 | Cane-sugar refining 44.1 |} 413.8 
2085 | Distilled liquors__- 53.6 99.2 
2141 | Tobaceo stemming and redry 4_- 90. 7 20.1 
2210 | Woolen and worsted manufactures __ 13.0 182.3 
2220 | Cotton and rayon textiles 4 : | 33. 7 61.6 
2297 | Jute and eordage 24.2 35.0 
2300 | Apparel 4 31.2 76.8 
2421 | Saw and planing mills 2 101.5 222. 6 
2611. Pulp mills 256. 4 271.3 
2612 | Paper and paper board 3__- 360. 9 582. 5 
2819 Inorganic chemicals 3 5.7 112.8 
2865 Natural dyeing and tanning 17.3 44.5 
2882 ~Linseed-oil mills 34. 2 2.4 
2884 | Vegetable-oil mills_- 76. 7 98.1 
2885 | Marine-animal oils 12.1 33.8 
2011 | Petroleum refining 4__- 84.7 257.0 
2932 Coke and byproducts , 13. 4 | 50. 8 
Pottery and related products 10.0 30.9 
Blast furnaces_- 16.0 46.7 
Steel works ¢ 41.6 172.5 
Primary copper 5_. 133. 3 336. 3 
Primary lead”. 38.1 166. 2 
Primary zine 15.2 35. 8 
Primary aluminum 3.7 | 43.5 
Primary nonferrous metals 112.8 389. 0 
522 | Farm machinery 4 25.9 83.3 
4441 | Machine tools 4 0.1 38.1 
3717 | Motor vehicles 4___ 5. 5 58.1 
3871 Watches and cloeks 45.9 62.6 
13 | Lapidary work_. 69.4 72.4 
Total. _. 2, 348. 8 4, 574.1 
Total less 10 net exporters 4___- 2, OAL. 1 3, 730.0 
Total less 13 net exporters ? 4__ 1, 788. 0 3, 188.4 


Cf. Bureau of Labor Statistics, Industry Classification Manual for the 1947 Interindustry Relations 
Study (revised Mar. 20, 1952). 
? Foreign value. 
? Also a loading export industry (see table 2); net exporter in 1947, net importer in 1952. 
‘ Also a leading export industry (see table 2); net exporter in both 1947 and 1952. 
' Also a leading export industry (see table 2); net importer in both 1947 and 1952, 


The averages are lower for the net importers, but the differences are small; all 
fall within 3.5 cents an hour. Similar results are obtained when, jn addition to 
the 10 industries which had net exports in both years, the 3 that had net exports 
in only 1 of the years are dropped. 

However, the method of selecting the leading import-competing industries is 
subject to a more basic challenge. The relevant issue, it can be argued, is not 
the actual volume of imports in a given classification, because, owing to the 
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existence of tariffs and other trade barriers, this may not be a true measure of 
the underlying competitiveness of foreign goods with their domestic counter- 
parts. The real question, according to this view, is which industries would be 
the leading import-competing industries if all tariffs and other trade barriers 
were suspended. 

Howard S. Piquet in his well-known study, Aid, Trade, and the Tariff, has 
sought to answer a closely related question. He tried to determine what increase 
in imports would result if tariffs and quotas were suspended temporarily, the 
length of the suspension being the duration of the defense emergency. He con- 
cluded that there were 30 products for which “* * * the demand and supply 
conditions are such as to indicate the likelihood of some appreciable displace- 
ment of domestic production by imports” (p. 46). 

In this group of 30 vulnerable commodities, the 24 that were manufactured 
products are listed in table 3. It was necessary to estimate hourly earnings for 
the domestic firms producing most of these products, because the commodities 
coincided with 4-digit census industries in only 2 cases. The estimates, which 
are given in ranges in column 1, were based for the most part either on a small 
sample of firms producing the product or on earnings in the related four-digit 
industry ; the details are given in the footnotes to the table. 

The table shows that the firms producing the commodities which, in Piquet’s 
judgment, are particularly vulnerable to import competition generally afford 
hourly earnings that are below the average for all manufacturing. The averages 


for the firms as a group are compared below for industry groups already 
discussed : 


36 leading 
46 leading import- 24 vulnerable 
exporters competing | commodities 








industries 
Average hourly peoainge: | 
Unweighted __-- sintnaee A sn-tniceicns or electeoscmine etc aaeae $1. 306 $1. 213 $1. 13 
Weighted by— 
I ns a aici eas sn ewes taal ator ee ieee cs ea 1. 290 | 1, 245 () 
Rd citabitde sve nnnwaiectadleenth den seca 1. 321 | 1. 143 1.16 
SRR 3 sd bette oh cconnckcsceaeemunens eens 1 1.272 1.15 


1 Not available. 


Once again the low earnings are explicable in terms of the kinds of commodi- 
ties involved. With but few exceptions the commodities in table 3 are con- 
sumers goods, most of them nondurables. Only 6 of the 24 commodities were 
produced in firms that afforded above-average hourly earnings; 3 of these 6 were 
durable consumers goods, and 2 were producers goods. 

It may be concluded that in terms of the 1947 wage structure a spread of 
15 percent or more separated the average hourly earnings of the leading export 
industries within manufacturing from those of the commodity producers most 
vulnerable to import competition in the event of tariff suspension. Similar 
results are obtained when the commodities whose imports would increase most, 
either in absolute or relative terms are considered without regard to displace- 
ment of domestic production. 

A closely related question is whether the industries reeciving high protection 
pay high or low hourly earnings. This too is a question that requires for its 
answer much more knowledge than is available. It is a simple (though 
laborious) task to draw up a tabulation of imports by tariff levels, but the 
protection afforded by a duty cannot be judged simply from its height. Owing 
to variations in the spread between domestic and foreign prices, duties in excess 
of 50 percent may not be protective for some commodities, while tariffs of 10 
percent or less many serve to exclude foreign goods completely in other cases. 
All that is shown by a classification of imports by tariff levels is the extent 
to which foreign goods have succeeded in surmounting whatever tariff walls exist. 

Nevertheless, it may be of some interest to know whether incoming foreign 
goods that are dutiable at high rates are competitive with domestic industries 
that pay low or high wages. For this purpose, all 1952 imports of manufactured 
goods on which duties equivalent to 20 percent ad valorem or more were paid 
were grouped according to the input-output classifications. It was found that 
183 of the 328 manufacturing industries had some competitive imports subject 
to an ad valorem equivalent duty of 20 percent or more. A frequency distribu- 
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tion of these industries according to various hourly earnings levels was drawn 
up and compared with a similar distribution for all 328 industries. The results 
may be summarized as follows: 











Number of industries 
| —E 
1947 average hourly | Manufactur- 
earnings | All manu- ing industries 
| facturing | with imports 
industries | dutiable at 
20 percent 
or more 
$0.60 to $1.09__....__- 86 56 
$1.10 to $1.39._....... 190 102 
$1.40 to $1.79__......- 52 25 
OU otakeee | 328 | 183 


There is little difference in the two distributions; a somewhat smaller propor- 
tion of the high-duty industries are in the high-earnings ranges ($1.40 and over). 
Also, the median of the average earnings of the high-duty industries ($1.204) is 
slightly lower than the median for all manufacturing industries ($1.226) ; but it 
is doubtful if the difference is large enough to be significant. However, the 183 
industries include all those which had any competitive imports subject to duties 
of 20 percent or more. For many of them, the bulk of imports were dutiable at 
rates below 20 percent, and the dollar value of the imports dutiable at the higher 
rates was very small; for 23 of them, for example, imports on which duties of 20 
percent or more were paid amounted to less than $1,000. If only those industries 
whose highly dutiable competitive imports were substantial, either in dollar 
terms or in terms of the proportion of their total competitive imports, are in- 
cluded, much greater differences are obtained, as seen in the following table. 





Number of manufacturing industries 
whose 1952 competitive imports dutt- 
~- at 20 percent! or more were at 

tt. 


Hourly earnings 











36 of all their 
competitive $1 million $5 million 
| imports 
SOO GR itso crash Sec dens 42 edbess Smictiazcd ies 20 | 30 5 
I IE SET SE TLS LEIA ES 31 | 34 12 
rrr ae a ar 4} 2 1 
a a er a a icin ee So BL, ene . 66 | 1 
Median of average earnings._.._..........._...........___ $1. 162 $1. 118 $1. 136 


! Ad valorem equivalent. 


The 21 industries whose 1952 competitive imports dutiable at ad 
valorem equivalent rates of 20 percent or more were in excess of $5 
million accounted for nearly 80 percent of all imports of manufac- 
tured products that paid such duties, and 64 percent of imports of all 
kinds of commodities that paid 20 percent or over.2 Only three had 
hourly earnings in excess of the average for all manufacturing 
($1.252). The unweighted average for all 21 industries was $1.123; 
the average weighted by the value of 1952 imports dutiable at 20 per- 
cent or more was $1.163. These averages are almost identical with the 
comparable ones for the vulnerable commodities. 


‘ ®*The only industries outside manufacturing that had competitive imports dutiable at 
20 percent or more (ad valorem equivalent) were livestock products (wool), tobacco, 
vegetables, and tree nuts. The 21 manufacturing industries are listed on page 24, Review 
of Economies and Statistics, February 1956. 
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It may be concluded that imports dutiable at high rates are com- 


etitive with products made by domestic industries that pay wages 
elow the manufacturing average. 





TABLE 3.—( ° ulnerable to appreciable displacement of domestic 
production by imports: Estimated 1947 hourly earnings and 1947 and 1952 
imports 











| Estimated Imports 
| 1947 average aS 3P —— 
} hourly | 
earnings as | 
Commodity percent of | 
| average for 1947 1952 
all manu- 
| facturing 
(1) (2) (3) 
2 teense tieniaeanaig Ss 
Prepared pineapple. Recipe ae concen tg ee essai 175- 80 | 2 $6,887,000 | 2 $3,014, 000 
TORRE oso ng 5s, spat hcomiedetien 395-100 | 9, 092, 000 38, 622, 000 
Vermouth. __- Sac Sees pauline tages eaten Cae | 190- 95 | 2, 505, 000 4, 741, 000 
Whoemmreme wietied | a eh es ihe 493 | 8, 335, 000 42, 869, 000 
Wool wearing apparel (knit or crocheted) -_..____..-.-...----- 5 75- 80 5, 821, 000 21, 127, 000 
Pe 5 Ft ic sho cirngeetasdenor ain -| 5 95-100 | 1, 716, 000 9, 799, 000 
nS snap Out ea ee siheick oes neel 5 100-105 | 1, 180, 000 2, 608, 000 
Levers lace. _- ; ~ 5 hes EE. Sh 5 90- 95 | 2, 480, 000 | 7, 900, 000 
Coarse linen fabrics and towels.. piles ae ed 1 75- 80 | 6 484, 000 6 363, 000 
Hemmed linen handkerchiefs. ______._.-__.....-.-_----------- 1 65- 70 998, COO 595, 000 
Embroidered linen handkerchiefs..._____________- : coat 185- 90 2, 175, 000 | 1, 818, 000 
Liner fire hose ee ae ek 2 ote Sa 175- 80 | 188, 000 | 75, 000 
Rayon staple fiber_..............._- et se he see rie | 1100-105 | 13,017,000 27, 513, 000 
I sh a i ek | 1 65- 70 | 1, 747, 000 2, 502, 000 
Leather handbags.....____-___- ee ee ee | 5 95-100 | 1, 280, 000 2, 658, 000 
Hand-blown glassware..__________ (See ee it ee 585-90 |  3,306.000 4, 477, 000 
Clay floor and wall tile__...__- Lusteis. Sisk an. ods 5 80- 85 | 146, 000 1, 111, 000 
Farthen and china table and artware...____.___-_.-._.------- | 5 85- 90 | 9, 941, COO | 30, 020, 000 
Knives with folding blades.--- a: Sateen eee 5 75- 80 | 909, 000 | 749, 000 
Scissors and shears___...._.-__- eniatahcanees sak ceded 3 100-105 | 16, 000 1, 175, 000 
Motorcycles s Sinica chetesexdctavenedai 3105-110 | 4, 362, 000 | 5, 180, 000 
Wiswales ofnd inti ccc | oc. - vedcnccd.)...- pisos vues 3 105-110 1, 068, 000 | 7, 546, 000 
Dental and surgical MMM CONE acai Ne eC 1100-105 | 120, 000 | 186, 000 
Musical instruments..__......__.---_-_____-- gah ianieeee 497 6, 108, 000 13, 519, 000 





a 90 | 83,881, 000 | 230, 437, 000 


Total, above items_.______- 


Total, all vulnerable commodities-_-__-- ie eee eneieties (7) 7 4, 468, 000 | 581, 604, 000 


NOTES AND SOURCES 


The commodities listed represent all the double-starred items in table 6 of Piquet’s Aid, Trade and the 
Tariff, except for 6 mineral and agricultural products. Piquet says: “‘A double asterisk appearing opposite 
the name of the commodity indicates that, in the judgment of the author, the demand and supply condi- 
tions are such as to indicate the likelihood of some appreciable displacement of domestic production by 
imports.”” The “likelihood” referred to would occur if tariffs were temporarily suspended. 

1 Estimated from Census of Manufactures: 1947 (Bureau of the Census) on the basis of earnings in the 
4-digit industry within which the commodity was classified, except for linen fire hose for which the estimate 
was based on earnings in the jute and linen goods industry. 

2 Dutiable only. 

3 Estimated from earnings data in U. S. Tariff Commission reports on escape-clause investigations. 

4 Calculated from wage and hour data in Census of Manufactures: 1947, for the industry producing this 
commodity as its primary output. 

5 1947 earnings estimated from March 1952 earnings in a small sample of firms. 

6 Includes towels having threads not exceeding 120 threads to the square inch in 1947 and not exceeding 
100 threads to the square inch in 1952. 

7 Not available. 


Compiled from official statistics of U. S. Department of Commerce by U. 8. Tariff Commission; letter of 
Mr. Ben Dorfman, Chief Economist, d: ated Sept. 3, 1954. Most of the lidisnesane between the total for all 
vulnerable commodities and the total for the commodities in the above table is accounted for by apparel 
wool, imports of which amounted to $146 million in 1947 and $256 million in 1952 


Wages and foreign trade in manufactured products, 1899-1952 


Thus far the analysis hinges largely on the wage structure for 1947 and on 
trade patterns for 2 postwar years. Are the higher earnings in the export 
industries a transitory phenomenon, the result of a peculiar conjuncture of events 
in the postwar period or are they rooted in longer term trends? It may be said 
at once that, although only a very crude answer to this question could be attempted 
with the resources available for this study, the results clearly suggest that exports 
have been drawn from high earnings industries for at least a half century. 
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Crude methods had to be used because the arduous task of reclassifying and 
reconciling foreign trade and earnings data could not be undertaken ad hoc; 
readymade reconciliations had to be sought. Data were found for 1899 and 1929 
and are placed side by side with the 1947 and 1952 figures in table 4.° The 15 major 
industry groups are arranged according to 1952 wage levels with the lowest paying 
industries at the top. Annual rather than hourly earnings were taken as the 


measure of wages, because man-hours were not reported in the manufacturing 
censuses prior to 1947.4 


TABLE 4.—Distribution of manufactured exports and imports: 1899, 1929, 
1947, and 1952 


[Millions of dollars] 


Exports Imports 


1899 1929 1947 1952 1899 1929 1947 1952 


. Tobaeco } 20 245 207 7 121 23 
2. Textiles and apparel ‘ 203 1, 360 601 99 436 
3. Leather ’ 63 89 40) : 35 37 
4. Lumber and furniture. 5 126 , : 140 290 


974 : 5s 495 726 
5. Miscellaneous eer aoe 5 2 112 

6. Food and beverage_.....__- 5s , 6f 743 28 606 1, 006 
7. Stone, clay......- ; f j K 169 ( 66 41 
8. Papers... -<.: = “2% j ; 188 : 279 | 638 


150 


349 2, < , 212 , 025 1, 835 
9. Chemicals steak | 59 | 207 996| 985| 39| 296| 652 
1, eer... 62. ee oe 2 77 141 2 3 2 
11. Metals__.....____ 191 {534} 1,208} 1,162). go if 477 356 
12. Machinery and instruments-_- z 599 | 2,612) 2,754 |J nein 45 136 


252 , 417 5, 114 5, 042 103 


821 1, 146 


13. Printing___- aie ee 77 75 16 9 
14. Transportation equipment_. 10 587 | 2,082! 1,137 5 19 
15. Petroleum and coal products--- 70 609 621 736 75 134 


83 | 1,224) 2,780 1, 948 § 96 | 162 


Total.............. 799 | 3,850 | 12,146 | 9,177 494 


3, 638 | 


2, 695 


Percent distribution: | 
Peer teetes ; x 14.4 11.9 16.0 10. 43.3 27.9 13.6 12, ! 
5-8... Seceeetakt a 43.7 19.5 19.0 13. 4 34.6 38.0 50.4 37 
31.5 36.8 42.1 5A. ¢ 20.9 30.5 31.5 44 
10. 4 31.8 22.9 21.3 | 1.0 3.6 4.5 6.% 


---| 100.0 100. 0 100.0 100.0 


99.8 100.0 100.0 100. 0 


Sources: 1947 and 1952: Based on BLS Division of Interindustry Economics reconciliation of foreign 
trade commodity classification and the Standard Industrial Classification. 

1929: Unpublished data of National Bureau of Economic Research, giving imports as percent of domestic 
consumption and exports as percent of domestic production; and Census of Maaufactures, 1929, pp. 36-37. 

1899: Census of Manufactures, 1899, p. clxx; and Commerce and Navigation of the U. S. 1900, vol. 2, 
pp. 11-27 and pp. 439-452. 


. The most striking fact about the annual earnings figures, which are presented 
in table 5, is the remarkable stability in the ranking of industries with respect 
toannualearnings. Between 1929 and 1952 no industry except the miscellaneous 


1°There are certain incomparabilities between the figures for different years which, 
while they do not interfere with present purposes, may render the figures useless for other 
purposes. In the first place, Territorial trade, originally included in the input-output 
foreign trade figures, has been eliminated only from the 1947 import figures; it was not 
thought necessary to exclude shipments to Territories from the export figures, because the 
proportionate distribution of exports among the various industry groups in the table is 
not believed to be seriously affected by such shipments. Secondly, imports for 1899 and 
a ire = a foreign value basis, while those for the other years are on a duty-paid landed 
value Dasis. 

“In 1947, when both hourly and annual earnings were available, there was a very high 
correlation betweeen the rankings of the industries according to these two measures of 
wages. This is consistent with the hypothesis that differences in hourly earnings from 
industry to industry will be reflected in approximately corresponding differences in annual 


earnings during periods of high-level economic activity. The years 1899 and 1929 were 
years of prosperity. 
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group, a catchall classification of varying internal composition, shifted more 
than two ranks. There are, of course, greater differences when 1899 and 1952 
are compared, but even for these years a high and statistically significant 
correlation exists between the rankings.” 

Generally speaking, the industries in the first two banks of figures are the 
industries that afforded below-average earnings, and those in the last two 
banks the high-wage industries. Exceptions to this generalization are to be 
found in the second or third banks in each year, especially in 1899, but no 
violence is done to the general picture by making this oversimplification. 

The distribution of imports in table 4, and particularly the summary figures 
at the bottom of the table, may now be examined in the light of the earnings 
data in table 5. It is evident that imports have, in the past, consisted to a 
greater degree of products that compete with those turned out domestically 
by low-earnings industries than of goods that compete with the output of high- 
wage industries. However, as a result of the rise of the absolute and relative 
importance of imports of primary metals, residual fuel oil, and newsprint, this 
was no longer true in 1952. 

Exports, on the other hand, have been persistently drawn from the high-wage 
industries. In each of the 4 years, 65 percent or more of manufactured exports 
was accounted for by industries that paid above-average annual earnings. 


TABLE 5.—Annual earnings of manufacturing wage earners, 1899, 1929, 1947, 





and 1952 
1899 1929 1947 | 1952 
Fe I ns iveninnnannpeme en annicaiinidie nee &elieaenbd | $351 | $815 | $1, 697 $2, 360 
See eee ee en ieee ee enon heme 332 | 1, 015 | 2, 106 2, 543 
3. Leather... hagettn ogee none tmnpiee tannin 419 1, 129 2, 081 2, 574 
4. Lumber and furniture____-_..---------------------- | 388 1, 072 2, 083 2, 718 
5. Miscellaneous... ....---- siagtees peaeamaecacene 419 | 1, 347 2, 316 3, 024 
i, Bree es POD. 2... 0 5 cna ctenesnpepnn enna | 443 1, 198 2, 339 3, 081 
Fe EE aio nner nnasnnachecapesnsonen 445 1, 318 2, 453 3, 343 
Oo ainh catalina alin atantick tral ain co ccimigciasgenteaie saan 384 1, 231 2, 623 3, 546 
ON CURR eS LAS = 8-8 Sc ex. i Bh a -$ 28 ON 416 1, 262 2, 666 3, 697 
Se oo oa ath cc emine bammncqacebeanuetenen 396 1, 390 2, 868 3, 816 
a a eS ee eee 518 { 1, 526 2, 818 3, 840 
12. Machinery and instruments__...................... i " 1, 498 2, 764 3, 928 
es 0 eS ae ee ae eee 523 1, 77) 3, 009 4, 049 
14, Transportation equipinent -_....................... | 522 1, 617 2, 971 4, 236 
15. Petroleum and coal productS--........-............- 467 1, 556 3, 285 4, 411 
16. All manufacturing._.......-- a aia a abaaebceiate 428 1, 301 2, 537 3, 441 





Sources: 1899, 1929, and 1947: Computed from Censuses of Manufactures. 1952: Computed from An- 
nual Survey of Manufactures. 


One way to summarize these differences is to compare the average annual 
earnings for all manufacturing (shown in table 5), which are weighted by the 
number of workers in each industry, with averages derived by weighting the 
earnings of each industry by the value of exports, and again by the value of its 
competing imports. The results are: 


13999 |) 1920 |S 1947 id 1952 
$$ $$$ | | | 
Averages weighted by— | | 
PERSE OF WONROEE. «vain cgi sipaminamnnatideaniiaatin’ $428 $1, 301 $2, 537 $3, 441 
RRR RIS AE ERS PN ERE Ee a te 405 1, 248 2, 504 3, 48( 
Nii 5i oH badd Ld Sad 451 1,411 | 2, 638 3 721 





The import-weighted averages have gradually approached and finally in 1952 
surpassed the averages weighted by the number of workers. As has already 
been mentioned, this has been due to the great increase in the relative importance 
of certain industrial raw materials, chiefly minerals, in United States imports. 
(The United States industries producing primary metals and petroleum pay 
above-average earnings.) The export-weighted averages have been above the 
others consistently, but they show no trend relative to the averages weighted 





12 The coefficient of rank correlation between the 1952 and 1899 rankings is 0.78. Stu- 
dent’s t-test indicates that there is less than 1 possibility out of 100 that this high a co- 
efficient would be obtained by chance. 
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by the number of workers. Apparently the shift in domestic employment and 
production into the high-earnings industries in the lower banks of tables 4 and 5 
between 1929 and 1952 has been sufficient to raise the earnings average weighted 
by the number of workers as fast as the average weighted by exports. 


INCLUSION OF MINING AND AGRICULTURE 


It has been established that manufactured exports are produced generally 
by high-earnings industries, while imported manufactured products are more 
likely to be competitive with the output of low-earnings industries. Is the same 
thing true in mining and agriculture? Would the inclusion of these industries 
alter the findings of the analysis for manufacturing? 


Mining industries 


For mining, it was not difficult to assemble the data necessary to answer these 
questions. If the same criteria for the selection of the leading export and import- 
competing industries as were employed for manufacturing industries (i. e., $50 
million and $30 million) are applied to mining, 3 of the 22 mining industries in 
the input-output classification qualify as export leaders and 7 as leading import- 
competing industries.” 

The available earnings figures and the foreign trade statistics for the 10 
industries are presented in table 6. Within the mining sector, the foreign trade 
of the United States has been largely an exchange of coal for metallic ores and 
crude petroleum. Since hourly earnings are higher in the coal industries than 
in other mining, in this industrial sector as in manufacturing the export leaders 
pay higher hourly earnings than the leading import-competing mining industries.“ 
The earnings averages for the two groups of mining industries may be found 
in table 8. 


TABLE 6.—Mining industries important in foreign trade: 1947 hourly earnings 
and 1947 and 1952 exports and imports 


{Exports and imports in millions of dollars] 


Average 
Industry hourly 1947 1952 
earnings, 
1947 





Exports 


| LEADING EXPORT INDUSTRIES ! 

hep ahs 3. F358 Sa ae. a SE Be ais $1. 665 91 74 
| isenmimens nee) sus 25 bij oo caccsi css Joc Mibiamnta = 5 ie 1. 636 528 420 
Crude petroleum and natural gas__.-.--- ‘ ssl 473 116 su 


Total, above industries 


Imports 


LEADING IMPORT-COMPETING INDUSTRIES ? 

NOR) FAR a en - 302 | 22 83 
107] | Care eg Se Ee so aiewieels ois ee 1.323 29 58 
1030 | Lead and zine ores__..........-.---------- 3 ; 1. 334 27 | 147 
040 | Gold and silver ores and alloys eens bts i ‘ (3) 161 | 262 
1310 | Crude petroleum and natural gas_-_---- . . 473 | 162 435 
1462 | Natural abrasives................-.--- i - ; (4) 14 52 
1490 | Miscellaneous nonmetallic minerals. -- phsall naa (4) 90 146 


| 


i 
es, Sr Ia ict ah dime cence Sail 506 | 1, 183 


' All industries with exports of $50 million or more either in 1947 or 1952. 
Pt All industries with competitive imports of $30 million or more either in 1947 or 1952 (imports taken at 
loreign values). 

Unpublished BLS estimate based on small sample used in calculating averages given in table 8. 

‘ Figure for nonmetallic mining and quarrying used in calculating averages given in table 8. 


Sources: Hourly earnings from Monthly Labor Review (December 1949), 7il ff. Exports and imports 
from input-output tabulations. 


18 The export and import figures were, of course, obtained from the input-output recon- 
cillations. Data on hourly earnings were available in regularly published BLS series for 
all but 2 of the mining industries heavily involved in foreign trade; rough estimates of 
hourly earnings were made for these 2 industries for use in computing averages for the 
mining import industries. 

“ However, owing to the relatively small number of hours worked per year, annual 
Average earnings in coal have been less than in other mining. 
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Agricultural industries 


The data problems in obtaining average hourly earnings figure for agriculture 
were very great, and the results that were finally obtained can be regarded only 
as rough indicators of the relative positions of the various agricultural industries 
or commodity groups with respect to hourly earnings. 

The identity of the agricultural industries for which earnings estimates had 
to be secured may be seen from table 7. The 7 leading agricultural export indus- 
tries and the 9 leading import competers were selected from the 15 agricultural 
industries in the input-output classification by the same criteria that had been 
employed in connection with manufacturing and mining industries. There is con- 
siderable overlapping between the two lists; all seven of the leading exporters 
qualified also as leading import-competing industries. 


Tas_e 7.—Agricultural industries important in foreign trade: 1947 hourly 
earnings and 1947 and 1952 exports and imports 


{Exports and imports in millions of dollars] 


Exports of leading | Imports of lead 

Estimated | export industries? | import-compet 

1-0! Industry returns industries ¢ 
per hour ? 


1947 1952 1947 1952 


4 | Livestock and products 5 se ede x $0. 58 ae SE ee 220 

5 | Food grains 4 2 eee. 3.17 441 R55 2 2 
6 Poet eraine end Pew «icc: = cb cscs. ces . 57 215 339 4 F 
7 | Cotton ‘ . 7 ; ls . 80 1, 365 S64 44 38 
8 | Tobacco_-_-_-.._.._- | pa . 82 100 95 6 l 
9 | Oil bearing crops : ; 1. 65 41 81 136 

10-11 | Vegetables and fruits pa <saae 1.10 | 155 139 | 102 l 

12 | Tree nuts cae teed =e RS 91 (7) (7) 32 ‘ 


Total, above industries_.....__.___- iS ae 2, 316 2, 373 543 772 


1 BLS, op cit. See footnote on p. 2, top of page. 

2 Estimated hourly returns were obtained by dividing man-hours of labor used in farm work into realiz 
net income of farm operators plus expenditures for hired labor. See text. 

3 All industries with exports of $50 million or more either in 1947 or 1952. 

4 All industries with competitive imports of $30 million or more (foreign value) either in 1947 or 1952 

5 Excludes meat and dairy animals and their products. 

6 Negligible. 

7Exports below $50 million; industry therefore not included as leading exporter. 


The estimated hourly earnings in table 7 were derived from data on farm 
income and manhours worked on farms.” The most striking thing about these 
figures is the very high return per hour for wheat (i. e., food grains) as com- 
pared with all other agricultural groups. Feed crops (corn, barley, oats, and 
hay), cotton, and tobacco yielded returns only 20 or 25 percent as great, and 
even the return per hour in fruits and vegetables was little better than a third 
of the return in wheat. This large range in returns per hour raises a question 
about the validity of the figures, particularly since such great difference might 
be due to the inclusion of profits in the estimates of returns. However, the 
figures for returns per hour in table 7 are not out of line with certain other 
data of the Bureau of Agricultural Economics showing the return per hour to 
all labor by type of farm; the extreme returns in these latter data were repre- 
sented by $0.71 per hour on Black Prairie cotton farms and $4.72 per hour on 
farms growing winter wheat and sorghum.” 

The results indicate that among the major agricultural exports of the United 
States, wheat, cotton, and fodder (especially corn), the first is a high-return 
and the other two are low-return products. However, wheat returns are fur- 
ther above the average for agriculture than returns for cotton and feed grains 
are below the average. For this reason, when returns per hour are weighted 
by the dollar value of exports, the average return in the leading export grouyps 


15 See Review of Economics and Statistics, February 1956, p. 29, for discussion of sources 
and methods used in deriving returns per hour in agriculture. 

18 Cf, Agricultural Statistics, 1948, table 635, pl. 550. The figures in this table are 
returns to labor alone; that is, unlike the estimates in table 7, they do not include returns 
on capital. However, they could not be used in place of the table 7 estimates because 
they apply. : particular types of farms in particular areas rather than to specific kinds 
of commodities. 
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TABLE 8.—Summary table: Hourly earnings in various groups of manufacturing, 
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taken together is very likely to be well above the agricultural average. This 
was true in 1947 even when cotton exports were three times wheat exports in 
value; and in 1952, when food grain exports actually exceeded those of cotton, 
the average return for the leading agricultural exporters as a group was even 
higher than the average for the leading manufacturing exporters. The com- 
parative figures may be found in table 8. 


All commodity-producing industries 


Table 8 presents a summary of the several kinds of averages that have been 
employed in this study for each of the various groups of industries that have 
been discussed. The last two lines show the average earnings for all leading 
exporters and import-competers in manufacturing, mining, and agriculture. 
Judging from 1947 and 1952, the industries included among the leading exporters 
account for 70 to 80 percent of United States exports, and those included among 
the leading import-competers account for over 60 percent of the Nation’s imports. 


mining, and agricultural industries, 1947 


Average hourly earnings 





Num- ai a 
Industry group ber of | Weighted by— 
indus- Un- be Ai es 
tries | weighted | 
| | Man- 1947 1952 
hours | trade trade 
nasaiass bacieeed ne iedieanspanae aes EE = 
M snufacturing - J (eos. - 2262. 028EL 328 $1. 216 | $1. 252 : PY 
Leading export To Sale UAE eta haat } 46 1. 306 1. 290 $1. 321 “$1. 368 
Secondary export leaders - - -- : : ; oan 54 1. 256 1.257 | 1.28 
Leading import-competing industries__ ys 36 1. 213 1. 245 1. +43 1. 272 
Vulnerable commodities___ oh ee 24 1.13 } 1.16 | 1.15 
Industrie s with highly dutiable imports ees = 21 1. 123 | 1. 163 
Mineral 22 
Les ading export industries______ : 3 1.5901 | 1.605 1.614 |} 1615 
Leading import-competing MRS oe te asi 7 1. 277 1.395 | 1.310 1. 331 
Agricultural____ 3 eae s ; a 15 : ; oe 
= ading export industries____ irc denenlessse aceel 6 1. 252 . 975 1. 269 1. 671 
Leading import-competing industries_______- otal echoed age 8 1. 230 | -966 | .999 1. 018 
\ll commodity producing sectors: j | 
All leading export industries_____ Sadie ee 55 1. 327 1.177 1. 330 1. 457 
All leading import-competing industries !__ Sue 52 1.224 | 1.107 1. 149 1, 225 


| Includes logging, which was not included in either manufacturing or agriculture. 


Since within each of these three major commodity-producing sectors the 
tendency for the export industries to have higher hourly earnings than the 
import-competers has been established, it is to be expected that for all of them 
together a similar difference will prevail. The differences are small for the 
unweighted averages and for the averages weighted by man-hours, but are large 
(upward of 16 percent) for the averages weighted by foreign trade. This 
‘eflects high wages paid by the industries with very large exports, and low wages 
paid by classifications in which competitive imports are very large. 

Summary of comparative earnings in export and import-competing industries 

The broad conclusion is that export industries tend to pay higher wages than 
import-competing industries (i. e., the industrial classifications within which the 
argest volume of competitive imports falls). Within the manufacturing sector, 
the difference is associated with the higher wages paid by durable-goods industries 
is compared with nondurable-goods industries; that is, a large part of the 
difference is connected with the fact that the proportion of durable-goods indus- 
tries is higher among the leading export industries than among the leading 
ilport-competing industries. 

Even greater wage differences are found when the leading export industries 

re compared with industries producing commodities most vulnerable to further 
inport competition or with industries producing goods that are competitive with 
highly protected imports. Relatively higher wages have characterized exported 
manufactures for over half a century. 

The same tendency for average wages in the export group to excee d those of 
the import-competing group is found in the mining and agricultural sectors, but 
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for agriculture the analysis of wages in relation to foreign trade is much mre 
tentative. 


ROLE OF WAGES IN TRADE PATTERNS 


The influence of wages on trade patterns 


How can we explain these findings? What significance do they have for the 
argument that domestic industries cannot compete with cheap foreign labor? 
The principle of comparative advantage leaves ample room for international] 
wage differences to play a controlling role in setting the commodity composition 
of trade. The possible influence of wage differences in relation to other elements 
can be seen clearly from Forchheimer’s method of breaking comparative advan- 
tage into its component parts.” For this purpose, the total cost (c) of a 
commodity can be considered to be the product of the wage per hour (w) times 
the number of hours required to produce one unit (p) times the ratio of total 
money costs to labor costs per unit (r). Using capital letters for one country 
and small ones for another and priming the letters for one commodity while 
leaving them unprimed for the other, the capital-letter country has a comparative 
advantage in the unprimed commodity if 
C* 528 é WPR_ wpr 
Cc’ ~*~ e’ r W’P’R’ w’p’r’ 
This advantage exists because one or more of the following conditions is met: 
We P p R r 
w wl psp R SP 
Thus, in principle, wage differences can and in practice they probably do account 
for some commodity trade flows. There are, however, reasons for believing 
that the cases in which wage differences have a dominating influence are the 
exception rather than the rule. 

In the first place, we have already seen that wages in United States export 
industries tend to be higher than either the general level of wages or the level 
in import-competing industries. If low wages were the decisive factor in de- 
termining the composition of exports, one would scarcely expect to find that in 
the world’s highest-wage country the high-wage industries are the main ex- 
porters. The role of wage differences in influencing commodity trade patterns 
cannot, of course, be settled by studying the wage structure of one nation alone. 
However, there are two additional circumstances that lend support to the notion 
that wage differences do not play a decisive role. 

One is the possibility that the general differences in wages within the United 
States are similar to those found in other countries. Manufacturing almost 
everywhere affords higher incomes than agriculture,” and, within manufacturing, 
industries of more recent growth, like chemicals, petroleum, machinery, and 
transportation equipment, usually pay higher wages than older industries, like 
food, textiles, and apparel. A striking illustration of the international similarity 
in industrial wage structures is shown in table 9, where the earnings of the manu- 
facturing industries of the United States and Japan are compared. The rank- 
ings by earnings of the industries in the two countries are highly and significant- 
ly correlated.” Wage experts could easily find fault with this comparison (par- 
ticularly since it excludes noncash earnings, which are of varying importance 
in Japanese industries). Even if it were completely valid, the wage structures 
of other countries would have to be investigated, and in far greater industry 
detail, before the general similarity of earnings patterns could be firmly es- 
tablished.” 


17 Seee K. Forchheimer, The Role of ar Differences in International Trade, Quarterly 


Journal of Economics, LXII (November 1947), 1-30. 

18 See Colin Clark, Conditions of Economie Progress (2d edition; London, 1951), p. 453. 

29 The coefficient of rank correlation is 0.82, and there is less than one chance in a hun- 
dred that so high a coefficient could be obtained by chance. The comparison was greatly 
facilitated by the fact that the Japanese data are based on the same industrial classifica- 
tion as that used in the United States. 

2 Taussig, viewing earnings patterns in terms of noncompeting groups rather than 
industrial classifications, came to a similar conclusion, although he was careful to state 
that peculiarities in the alinement of different grades of labor may affect international 
trade (see International Trade [New York, 1927], pp. 55-60). Forchheimer, on the othe: 
hand, argued for the significance of wage differences (op. cit.). 
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TABLE 9.—Comparative ranking of hourly earnings in major manufacturing 
industries of Japan and the United States, 1950-51 * 


Japan (Sep- | United States 
tember 1950 to (1950) 
Industry ? August 1951) 


Yen | Rank |Dollars; Rank 


EE ee nt ie ee : 51. 47 | 














9 1, 29 7 
Sh, De desk Bi danni b cdi idninnctaisiiiaeinidnn iret | 49.74 | 8 1.11 1 
So, TI ss Bisescgceencgtitintiinne-sch matiaanilivecn <i itinerant | 37.05 | 4 1. 24 5 
98. DE nee dentraicencanghiraianensienndenacaisnapoanaon | 29.63 1} 1.20] 3 
98. Time Wn Wir ong soe te Sk aie a Seen can de oetnaweonwa | 36.45 2; 1.19 2 
26. Hae OG Us i bigs in strstr nein ns a ae | 37.50 5} 1.26 6 
9B TE lak iia einen Uti ipaillnipsp mesglna na ia ioceinie ch tite als icosaigstehcnta | 69. 52 18 1. 42 | 10 
rie UG” ER ea eee | 54. 52 | 12} 1.67} 17 
ee Ee eae | 67.28 17 1. 54 13 
20. Beteoloum gut onl premade... is. ns ssn eine nnn | 77.05 19) 1.89} 20 
90 I lense hen i sins cepacia ellalbesein a icecatnlininnaiatninneie | 52. 86 10; 164} 15 
Siig RA le Se beans igh abndaccccndenwdiciescnenanticabewsadmes .--| 48.13 6; LB 1 
MeL OR a RST CEE OS | 55.78! 4] 1.41 9 
Se vat tch tint earicwthia adkitiitinasina saentioanddeaern 1 80.46 | 20; 1.69 18 
5h, FE I a iiisriddiers a cthatinciinninies aida Agdbicainaniincbnhwanneseal. aE l1| 1.52 12 
35. Dinettes Geaeenk deena)... ck ccc | 55. 50 | 13| 1.65 16 
96, HEROES a ape ans egw e nsec | 49. 55 | 7| 1.47] 11 
57 SR Cs oo tien in ca tintin tinwccicncnnseesnnchaih | 64.74 | 16) 1.78 | 19 
S00, |r i oi skaceabeamaaal | 57.97 | 15 1. 56 14 
20, BERIPNOU Sis sc oo pntctcatesasiditnanasscentonnnncGeaaicawans | 36.79 | 3 1. 32 s 

—- | 
All manufacturing | 85.54 |........| 1.46 





1The Japanese figures are from the Monthly Wages and Employment Survey (Labor Ministry). 
They were obtained through the courtesy of Mr. Saburo Okita, chief, Research Section, Japanese 
Stabilization Board. The filsures represent cash earnings in establishments with 30 or more workers. 
The United States data are computed from the Annual Survey ¢f Manufactures (1950). 

2 Numbered by standard industrial classification code. 


Another basis for drawing the inference that wage differences are not likely 
to be the determining factor in controlling the composition of a nation’s trade is 
the probability that, for most industries, international differences in productivity 
are greater than international differences in wages. Wages in each country will 
tend to cluster around the national average afforded by the nation’s general level 
of productivity. Relatively inefficient industries have to compete for the domestic 
labor supply with the efficient ones, thus creating strong pressures within the 
nation toward equal pay for work of a given degree of skill. As a result, the ratio 
of wages in one country to wages in another, industry by industry, may not vary 
widely from the ratio of the national averages, particularly if, as suggested 
previously, there are great international similarities in wage structures. Of 
course, there are also pressures within each nation on the relatively inefficient 
industries to match the performance of the efficient ones, but natural, technical, 
and human obstacles are likely to limit the extent to which all industries can 
attain the same degree of efficiency relative to the competing industries abroad. 
Thus the ratio of productivity in one country to productivity in another, industry 
by industry, is likely to deviate from the ratio of the national averages to a 
greater extent than the corresponding wage ratios. This means that interna- 
tional differences in productivity, since they are not offset by equivalent differ- 
ences in wages, will be the proximate cause of trade. 
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TABLE 10.—Prewar ratios of output per worker, weekly earnings, wage costs, 
and exports, United States to United Kingdom, selected industries * 


Wage costs 
Output per Weekly dollar per unit Quantity 
worker, earnings, of output, of exports, 
United United United United 
Industry States— States— States— States— 
United United United United 
Kingdom, Kingdom, Kingdom Kingdom 
prewar October 1938 | (column 2+ 
column 1) 


(1) ‘ (3) 


| 


Pig iron__. 

Motorcars 

Machinery 

Glass containers 

Paper 

Cigarettes 

Leather footwear 

Hosiery --- . 

Cotton spinning and weaving. 

Beer. 

Cement 

Woolen and worsted -_ . : sibac:: 
Men’s and boy’s outer clothing of wool_____-- 
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1 Reproduced from G. D, A. MacDougall, ‘British and American Exports * * *,’’ Economie Journal, 
December 1951, p. 707. His sources were: For productivity figures, Rostas’ Comparative Productivity in 
British and American Industries; for earnings, Ministry of Labor Gazette and Monthly Labor Review: 
and for exports, the foreign-trade returns of Great Britain and the United States. MacDougall states 
“The earnings figures are rough orders of magnitude only and subject to a considerable margin of error. 
They often refer to industry groups that are neither exactly comparable in the 2 countries nor identical 
with those used in deriving figures in columns (1) and (4).” 


This line of reasoning is supported by the results of a study by Sir Donald 
MacDougall of the handful of industries for which relatively reliable inter- 
national productivity comparisions are available. His findings are shown in 
table 10, which is reproduced from his study.“ Column 1 shows the ratios of 
United States to United Kingdom output per worker for 13 industries ; column 2 
shows the ratios of weekly earnings. It can be seen that the range of variation 
is greater for the output ratios (1.1-3.6) than for the earnings ratios (1.5-2.6). 
The latter tend to be clustered more closely around the average ratio for the 
13 industries (1.9) than do the former (the average output ratio is 2.0).~ In 
all but two of the industries (cigarettes and beer) the absolute deviation of 
the earnings ratio from the average is smaller than that of the output ratio. It 
is not surprising, then, that MacDougall was able to reach his main conclusion 
before he took account of the variations in the United States-United Kingdom 
wage ratio from one industry to another. “Before the war,” he writes, “American 
weekly wages in manufacturing were roughly double the British, and we find 
that, where American output per worker was more than twice the British, the 
United States had in general the bulk of the export market, while for products 
where it was less than twice as high the bulk of the market was held by 
Britain.” * 


This does not signify that low wages are not a competitive advantage in 
international trade, but it does indicate that differences in productivity rather 
than differences in wages are likely to be the dominant influence in determining 
the shares of world markets enjoyed by countries producing similar goods. It 
may be quite true for a given industry seeking protection (or fighting its removal) 
that wage levels in other producing countries, when converted to dollars at exist- 
ing exchange rates, will be only a fraction of the wages prevailing in the domestic 
industry. But this is true of wages in all the other industries as well, including 
those which are the leading export industries of the United States. The point is 
that productivity in the export industries is high enough—indeed, as table 10 
suggests, perhaps more than high enough—to support the high level of wages 


71“British and American Exports: A Study Suggested by the Theory of Comparative 


Costs,”” Economic Journal, December 1951, pp. 697-698. MacDougall based the part 
of his study referred to here on the productivity comparisons made by L. Rostas. 

22 The standard deviation of the output ratios is 0.58; that of the wage ratios 0.16 
A difference so large would occur by chance less than 5 times in 100. 

3 MacDougall, op. cit. 
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and still meet foreign competition. In the industries seeking protection, on the 
other hand, productivity often is not even high enough to pay the average wage, 
and, despite low wages, foreign competition cannot be met. Herein, for labor and 
the country at large, lies the gain from freer trade; freer trade would bring about 
an expansion in the former group of industries and a contraction in the latter 
group. 
TRADE POLICY 

Implications for trade policy 

This is not to deny that reductions in tariffs or changes in foreign demand 
and supply conditions in the absence of tariff reduction may bring about an 
increase in imports that will affect the interests of particular groups of workers 
and their employers adversely. There are two separate questions involved here. 
One is: Does the Government have a responsibility to protect a domestic industry 
from an increased volume of imports—let us say a flood of imports—that result 
not from any overt action of the Government in lowering tariff barriers but from 
changes in foreign supply capacities that enable foreign producers to win the 
American market away from domestic producers? The second is: Should the 
Government reduce tariffs even though the reduction will injure particular groups 
of workers and firms if the reduction will benefit labor and the country as a 
whole? 

With respect to the responsibility of the Government to protect a domestic 
industry from an increase in imports due to an improvement in the competitive 
position of foreign suppliers, it seems to me that there is a strong case against 
intervention unless there are special circumstances such as defense considera- 
tions or dumping by foreign suppliers. Every firm in a competitive system such 
as we have in this country should stand or fall on its ability to meet competition 
from any direction. This is one of the great sources of strength in the American 
economy. Our structure of industries and firms is constantly being modified by 
the results of the competitive struggle. The firm that can produce a product at 
a lower cost expands its markets and makes money for its owners; those that 
cannot meet the competition sink into oblivion. This is a hard way, and workers 
and property owners often suffer through no fault of theirown. Yet these changes 
bring an ever-increasing amount of output per unit of labor input, and the bene- 
fits probably exceed the injuries. Thus, if the South ean really produce cotton 
textiles more cheaply than the North, it is hard on the New England workers and 
property owners, but the Nation would not gain by attempting to preserve the 
high-cost firms in the North against the competitive encroachments of the low- 
eost firms in the South. Exactly the same argument applies to the situation when 
foreign producers develop the capacity to sell goods more cheaply than an estab- 
lished domestic industry. If Japan can sell blouses more cheaply in the American 
market than domestic producers, the Nation will not gain by interfering with the 
import of the lower price product. If we are going to rely upon a competitive 
system, there is no valid economie reason for enclosing the competitive area 
within the national confines of the United States. 

It is a different matter, however, when we come to an overt Government 
action—such as a duty reduction—that will alter the competitive relationships be- 
tween domestic and foreign producers. In this case, the vested interests of labor 
and capital have been built up under a given tariff structure and there is a more 
weighty argument against sudden Government action to remove some of the pro- 
tection if the domestic industry will be adversely affected. This has received ade- 
quate recognition in the reciprocal trade agreements program in the form of the 
“no injury” rule. The earliest expression of the “no injury” rule occurred in 
President Roosevelt’s first message to Congress submitting the reciprocal-trade 
legislation. He promised that “no sound and important American interest will be 
injuriously disturbed. President Truman made similar commitments without 
restricting himself to “important” interests. He stated that “* * * domestic 
producers would be safeguarded in the process of expanding trade * * *” and 
that the program would not be used “* * * in such a way as to endanger or trade 
out segments of the American industry, American agriculture, or American 
labor.” ™ Interpreted and applied literally, the “no injury” rule would eliminate 
most of the meaningful tariff reduction that could be made. 

Indeed, the result of this rule has been a search for existing duties which are 
higher than the level necessary to afford protection. Concessions are then offered 





™ Quoted by Senator Millikin, hearing, Senate Committee on Finance, 81st Cong., ist 
sess., H. R. 1211, pt. I, pp. 7-8. 
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on these duties. The real problem in tariff policy is thus merely deferred to the 
future when all the innocuous reductions possible will have been made.” Fur- 
thermore, even this kind of tariff lowering has its adverse effects on the business 
world, which may not be convinced that this is the actual motive behind a par- 
ticular duty reduction. Also, the search for a duty reduction that will not “hurt” 
is peculiarly susceptible to the vagaries of current business “trends.” The tariff 
is not, of course, a very flexible instrument; the prospects for the next 10 or 15 
years, rather than the events of the immediate past or the transient optimism er 
pessimism of the moment, should predominate in determining the concessions to 
be offered. 

The situation is further confused by the fact that there has never been a 
consistent strategy of tariff reduction either laid down by Congress or adopted 
by the Executive. The general philosophy of expanding United States and 
world trade by lowering tariff barriers does not provide enough specific guid- 
ance in the administration of the reciprocal trade program. There are thousands 
of duties in the tariff schedule. Does the encouragement of freer multilateral 
trade require uniform reductions in all of them? If not, on what basis should 
individual duties be selected for reduction, and how much should be cut? 
Neither the State Department nor any other agency of the Government has 
indicated what, if any, consistent criteria have been developed to deal with such 
issues. 

There is, I think, a constructive alternative to the uncertainties and expediency 
that have characterized the formulation and administration of the reciprocal 
trade program thus far. It is what might be called the “growth criterion” for 
the selection of commodities for duty reduction. 

The growth criterion would confine future tariff reduction to commodities 
whose domestic consumption could be expected to expand in the future. The 
underlying rationale of tariff administration would be to provide American 
business with present levels of tariff protection for current levels of output, but 
to require each industry and firm to compete against foreigners for the incre- 
ment in business that, in most industries, will accompany the future growth in 
the national income. 

One way to administer the growth criterion would be through the use of 
tariff quotas. The tariff quota would set a limit on the quantity of imports 
that could come into the United States at a duty reduced by reciprocal nego- 
tiation; amounts in excess of that limit would be permitted to enter without 
restriction, but would be subjected to the (higher) duties prevailing before the 
tariff reduction. Such an arrangement, for each of the more important items, 
would be written into the reciprocal trade agreements. The great advantage 
of the tariff quota is that it provides certainty about the maximum amount 
of imports at the lowered rate, in place of the uncertainty regarding the volume 
of such imports with a simple duty reduction. The quota could be set on 
the basis of a conservative estimate of the expected expansion of domestic 
consumption.” 

The growth criterion is not, of course, advanced as a mechanical principle 
to be followed blindly in establishing tariff policy. It is suggested as a useful 
guide in tariffmaking. The tariff schedule of the United States includes literally 
thousands of paragraphs and subparagraphs, and many of the latter cover 
several or even many items. The statistical data necessary to furnish even the 
most rudimentary knowledge about many if not most of the specific items that 
tariffmakers must consider are lacking. Even if the data were available, it 
would be a tremendous task to prepare the necessary estimates; actually, there 
are only a relatively small number of items on each schedule that are important 
enough to warrant such effort. Also, it is true that the uncertainties concerning 
the future of specific commodities and even whole industries are too great to 
permit reliance upon prediction. However, in defense of the principle it may 
be said that precise and accurate estimates of future consumption of a par- 
ticular commodity are not necessary in order to use the growth criterion. It 
will suffice to know very approximately what direction the future course of 


Ido not mean that all or even most reductions have been of this character. The 
program has undoubtedly brought about more competition in certain industries than there 
would have been in its absence. 

* A possible exception is the part of the currrent act dealing with duties in excess 
of 50 percent ad valorem. 

27 For further discussion of the use of = 7 in contpaction with the growth 
criterion, see the Quarterly Journal of Econmics, May 1952, pp. 276-284. 
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consumption of a particular commodity will take. If there is reason to believe 
that consumption will increase, the duty may be reduced subject to a tariff quota 
which will allow entry at the lower duty of a larger quantity of imports than 
had entered in the past. In some instances, this may not even result in an 
increase in imports, for American producers may be able to hold foreign sales 
down despite the duty reduction. If imports do increase, they will take up 
only the increment in business, or, since this increment will usually be under- 
estimated for quota-setting purposes, the rise in imports may actually account 
for only a part of the increase in the consumption of the item. At the very worst, 
if consumption does not expand and imports increase as a result of the duty 
reduction, the amount of damage done to domestic firms will be limited. Gen- 
erally, the tariff quota would be set so that the quantity of imports permitted 
at the reduced duty would be only slightly or moderately larger than the his- 
torical proportion of imports. 

It would be surprising if the growth criterion had not been considered in 
some shape or form in the process of administering the reciprocal trade program. 
Indeed only when applied in connection with the idea underlying the growth cri- 
terion does the no-injury rule make any sense as a guide in tariff making. Cer- 
tainly information on recent trends in consumption and production have been 
consistently sought in the public hearings and carefully considered in the adminis- 
trative process of tariffmaking. But, as has already been suggested, too often 
short-run cyclical influences in consumption dominate the picture. What is re- 
quired, and what has been largely lacking, is a systematie study of future con- 
sumption levels implicit in the long term trends of an expanding economy. 

The growth criterion need not be—indeed, should not be—the sole principle 
upon which the administration of the reciprocal trade program must be based. 
It should constitute one of the basic principles of the program’s administration, 
but there may be circumstances in which it should be superseded. One common- 
sense instance is the case of a distinct domestic shortage of a commodity. In the 
public hearings before the Committee of Reciprocity Information in 1947, for 
example, it developed that there was a shortage of the extract of hemlock trees 
due to a tree blight. This case suggests at once another criterion for the admin- 
istration of the program. ‘There are others, and they should be spelled out and 
made a matter of public record. 

The absence of any public announcement of the principles underlying duty re- 
ductions suggests that short-run economic and political pressures may have more 
to do with the pattern of duty reduction than long-run economic considerations. 
This statement is not intended as a slur upon the administration of the program, 
for in a democratic country it is the right of any interested economic group to make 
representations to legislators and officials. The art of government, in this in- 
stance, consists not in ignoring such pressures, but in minimizing them so that the 
general welfare may be placed first. The adoption of the principles advocated 
in this paper would, the author believes, tend to reduce the pressures, and also, 
perhaps, make them easier to resist when they did appear. 


Mr. Boaes. You will summarize the statement for us? 

Mr. Kravis. Yes. 

This procedure may have the disadvantage that every one of my 
sentences may not have a subject and predicate in that sequence, but 
I trust it will at abe to the committee in saving its time. 

My testimony falls into two parts. 

Mr. Boees. I do not want to interrupt you, but Congressman Har- 
rison is going to have to leave shortly. Our next witness is Mr. 
Masaoka. 

Mr. Masaoka, I wonder if you can come back tomorrow because Con- 
gressman Harrison would like to hear your statement. 

Mr. Masaoxa. Yes. 

Mr. Kravis. The first and major part of my statement concerns the 
role of wage differences in determining what commodities a nation, 
and United States in particular, import and exports. The second part 
is devoted to some suggestions that I wish to place before the committee 
with respect to trade policy. 
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There has been a long-standing debate on the role of wages in inter- 
national trade. On the one hand, it has been claimed by those favor- 
ing increased protection that our industries are unable to compete with 
cheap foreign labor. 

On the free-trade side it is argued that the importation of commodi- 
ties from abroad is advantageous to domestic labor because it makes 
the purchasing power of wages higher. 

The first part of my testimony represents an effort to determine 
what, in fact, is the role of international differences in wages in 
international trade. 

In approaching this problem the first question I asked myself was: 
What are wages in the export industries of the United States relative 
to the wages that prevail in those industries that are competitive 
with our imports? 

As a start in answering this question I tried to decide what are the 
leading exports industries and what are the leading import competing 
industries. I tried to set up criteria to segregate these industries in 
such a way that I got a manageable group of export leaders, say, 30 
or 40, that would account for the bulk of American exporters. 

And similarly on the import-competing side I wanted to get a list 
of industries that produced products which accounted for the bulk of 
our imports, that is, produced products that were competitive with 
the bulk of our imports. 

I may say, sir, that I will be very happy if you will stop me and 
ask any questions, because the disadvantage of the informal method 
of presentation is that I may slip over something that is clear to me 
i not to my listeners. 

What I did in this connection was to set up the criteria of $50 
million of exports, either in 1947 or in 1952. I considered any industry 
that had exports in excess of that figure in either of those 2 years as 
a leading export industry. Any industrial category in which there 
were imports in excess of $30 million I considered as a leading import- 
competing industry. 

This analysis was made on a division of manufacturing into what 
are roughly four digit industries of the Bureau of the Census. On 
this basis there are about 330 different manufacturing industries. 

The industries which were selected as a result of these criteria are 
shown in tables 1 and 2 of my prepared statement. There are 46 lead- 
ing export industries and 36 leading import-competing industries. 

A glance at these tables will suffice to indicate that by and large the 
heavy industries, machinery industries, predominate among the export 
group to a much greater extent than they do among the import group. 

In the import group when you get down into the durable industries 
you find that the imports are largely in industries which are at a 
relatively early stage in production. Instead of finding tractors, you 
find primary steel or primary copper. The industries in table 1 
accounted for about half of total commodity exports both in 1947 and 
1952 and two-thirds to three-fourths of our manufactured exports. 
The 36 leading import-competing industries in table 2 accounted for 
over 40 percent of total commodity imports and for a much larger 
share of imports of manufactured products. 

Of the 46 industries that were leading exporters, 32 afforded hourly 
earnings that were about average. If we try to combine the 46 indus- 
tries to make an average wage, there are various ways we can do it. 
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The answer we get on the average wage depends on the method 
used. However, no matter what method is used, the earnings in these 
46 industries come out to be higher than the manufacturing average. 

The reverse is true when we take the import-competing industries; 
that is, in the industrial classification that account for the bulk of our 
imports, hourly earnings are below the manufacturing average. 

I will be glad to go into the method I have used to compute the 
averages if the committee wishes, but unless there are questions I will 
just stick to the results rather than the statistical techniques. 

I also experimented with other criteria for selecting the import- 
competing industries. On the export side, I picked out those indus- 
tries which exported 10 percent or more of their domestic production. 
Once again I found that the wages in these industries were higher 
than the manufacturing average, although they were not so high as 
the 46 leading export industries that I referred to above. 

In the same way on the import side, I tried different criteria for 
choosing import-competing industries. For example, I took Howard 
Piquet’s case list of “vulnerable commodities” from his book, Aid, 
Trade, and the Tariff. 

Mr. Boages. What page is that on ? 

Mr. Kravis. The list of vulnerable commodities is found in table 3. 
These were the commodity groups which in Piquet’s estimate were 
vulnerable to a large increase in imports if our tariffs were suspended 
for an indefinite period of time. He wrote his book at the time of 
the beginning of the defense emergency and he assumed the suspen- 
sion would be for the duration of that defense period. 

Now, these industries have average wages that are as low and per- 
haps even lower than the 36 leading import-competing industries. 

May I call your attention to the figures on page 13? There is a 
row of figures near the top of the page. You can see that the first 
column, the leftmost column, is concerned with the 46 leading export 
industries; the next column with the 36 import-competing industries, 
and the final column with the vulnerable commodities. Earnings, it 
can be seen, are lower in the firms producing the vulnerable commodi- 
ties. 

There are 24 vulnerable commodities here instead of Piquet’s 30, 
because these figures refer to manufacturing only. The list of 30 
includes some agricultural commodities. 

I also investigated the import classifications in which there was a 
large volume of imports that were subject to high rates of duty. And 
once again I found that these tended to have very low wages. Youcan 
see the results of this part of the study on page 15. 

Depending exactly on how you do it, you get wages in the range of 
$1.13 to $1.16. These, by the way, refer to the 1947 hourly earnings. 
The overall average for manufacturing was $1.25. 

Now, at this point it seemed to me that on the basis of 1947 and 
1952 data—and I picked these years by the way, because of the availa- 
bility of Bureau of Labor Statistics data reclassifying imports and 
exports into the same industrial classifications as those for which data 
on domestic production and hourly earnings were available—it seemed 
to me at this point in my study that I had established that wages were 
higher in the export classification and lower in the import-competing 
classifications in the postwar period and I was interested in determin- 
ing whether this was true historically. 
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I went back to 1899, and wanting an intermediate year too, I picked 
1929. I tried to avoid years in which there was any abnormal business 
situation with respect to the cycle, although I hope nobody will ask me 
to define what is normal and abnormal with respect to the business 
cycle. 

"yee can see in table 4 the distribution of exports and imports—these 
are manufactured exports and imports—by 15 manufacturing classi- 
fications. 

The censuses throughout the years have not been identical with re- 
spect to industrial classification, but I think I was able to make suffi- 
cient adjustment so that these figures will not be misleading on account 
of changes in industrial classifications. 

I call your attention particularly to the figures at the bottom of the 
table. Fon can see that over these four different points in time there 
has been a shift in our exports into the industries at the bottom of the 
list. That is into chemicals, rubber, metals, machinery, transportation 
equipment, petroleum, and coal products. 

There has also been some shift in our imports in that direction, but 
the bulk of our imports continue to be in the first half dozen or perhaps 
eight industries on this table. 

I call your attention to the fact that these are what you might call 
the old industries, the well established industries, food, clothing, tex- 
tiles, tobacco, and so on. 

The relevance of this comment is shown in table 5, where I give an- 
nual earnings of manufacturing wage earners in the same list of in- 
dustries for these 4 years. If you glance down any one of these columns 
of figures you can see that the industries are arranged in order of as- 
cending annual earnings. There is a rather remarkable stability 
among the 4 years in the ranking of the industries with respect to 
earnings. 

Tables 4 and 5 indicate that our exports have shifted very substan- 
tially into the high-wage industries which are placed in the lower part 
of these tables. 

It is also true that the industries which were mainly responsible 
for imports in any one of these 4 years, have lower average annual 
earnings than those that were mainly responsible for exports. 

Now, I would like to make one little amendment 

Mr. Boece. Do you not have some industries that fall in both cate- 
gories? 

Mr. Kravis. Yes, sir; Ido. That was a problem that troubled me 
greatly, especially in connection with tables 1 and 2. 

You will see, if you care to pursue this question in my statement and 
more particularly in the original study cited in my statement, you will 
see in some detail an attempt to deal with this question. The automo- 
bile industry which you discussed with the previous witness provides 
an interesting illustration. This was both a leading import-competing 
industry and leading export industry. 

Mr. Boaes. That applies, does it not, to some extent, in chemicals? 

Mr. Kravis. Yes, that is true. 

Now, I think in each one of these cases there is an explanation which 
was something like this: The classification is doakihy a very broad 
one and the kind of product that is imported is different from the 
thing-that is produced at home. 
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As you know, in the automobile industry it is quite clear that we 
have the specialty market, and our domestic consumption of auto- 
mobiles is so large that even though the imports are small relative to 
domestic production, the import of these special type cars looms very 
large in our total import picture, and, of course, also for the foreign 
country. 

There are apparently all sorts of special situations some of which I 
was not able to understand fully. Perhaps the gentleman from the 
Tariff Commission will have in his files some explanations for some 
of these things. 

In the em « tool industry, for example, I think it was grinding 
machines and parts that were imported in large quantities from 
Western Europe, whereas for the most part we are exporting other 
types of machinery to the United Kingdom and other countries. 

What I wanted to say before in answer to the chairman’s question 
was that on the import side in recent years there has been a shift in 
our imports toward raw materials that are available in this country, 
but the supply of which is not readily expandable without a large 
increase in price. 

Now, some of these raw materials, like copper and iron, are things 
for which we pay high wages to have mined in this country and, there- 
fore, the increase in imports of these things tends to pull the more 
recent wage averages on the import competing side, up. 

So if you look at these figures closely you will find that the gap 
between wages in the export industries in 1947 and the import- 
competing industries in that year, is larger than the gap in 1952. 

Mr. Morrison. These tabulations on pages 3 and 11, do not include 
the mining industry, do they ? 

Mr. Kravis. No, sir. The mining industries are in table 6. Tables 
land 2 refer to manufacturing only. 

Mr. Morrison. Now, on the tabulations on 3 and 11, I wonder if the 
selection here may not depend on certain vagaries of the import and 
export statistics, and the lack of classification parallel to your industry 
group. 

For example, I notice in the export industries you have textile 
machinery, special industrial machinery. There may be 50 or 60 
import classifications you would have to pick up to find out what the 
total volume of imports in these were? 

Mr. Kravis. Yes, sir. The only reason it was possible for me as an 
individual scholar to do this study at all, was that the Bureau of 
Labor Statistics had very fortunately done a large part of the work, 
although not with this purpose in mind. They had in connection with 
their input and output tabulations performed the arduous task of 
reclassifying imports and exports for these 2 years. 

Mr. Morrison. Appropriate to this? 

Mr. Kravis. Yes. 

Anway, I would not press upon the committee the results of the 
agricultural part of the study as confidently as I would the manu- 
facturing part. That is with respect to the manufacturing industries 
I feel certain that any other scholar approaching the same body of 
data would come up with the same conclusions. 

_ In agriculture the problems of estimating a return per hour, which 
is equivalent to an hourly wage, are so great that I included the thing 
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for the sake of completeness, but if anybody wants to quarrel with me 
on that, why, he won’t find a very enthusiastic opponent. 

Mr. Bocas. The low-wage industries, relatively low-wage industries 
here, would also be low-wage industries were they export ¢ 

Mr. Kravis. Yes, sir; you are anticipating my testimony, but I will 
be glad to discuss that now. 

Actually, there is a great deal of similarity, I think, in wage struc- 
tures throughout the world. Since you have raised the question, let 
me call your attention to table 9, which shows the ranging of hourly 
earnings in major manufacturing industries of Japan and the United 
States. What we have on the left there is a list of the 20 two-digit 
industries that are used in our census classification. As a result of the 
American occupation of Japan, figures for Japan were available for 
an industrial classification which was similar to the American one. 

Mr. Boces. What is the current exchange rate on the yen? 

Mr. Kravis. I cannot answer that question, but I am sure if we had it 
that you would find that in dollars these wages would be very low, if 
you converted them at the official exchange rate. They would still be 
low if you correct it for the fact that the official exchange rate greatly 
underestimates the purchasing power of the yen. 

Now, at least I suspect that. 

Mr. Harrison. Let me get that straight. Do I understand that you 
find that in industries which in this country are what you classify as 
importing industries and, therefore, are lower than export industries, 
that in Japan where they are exporting 

Mr. Kravis. They have the same position in the relative wage scale 
in both countries. 

Mr. Harrison. If an importing industry here is low, it is also low 
in Japan? 

Mr. Kravis. Right. 

Mr. Boces. So that it might not work out the same way, conversely? 

Mr. Kravis. I think it is bound to work out, otherwise you have a 
picture of a nation which is the highest wage nation in the world 
getting an advantage in exporting those products for which it pays 
the highest wages. 

Mr. Bocas. That does not seem as if it would work that way. 

Mr. Kravis. My point is that this kind of analysis seems to me to 
kill, for good and for all, the notion that our imports result from the 
fact that we are being taken advantage of by cheap foreign labor. 

Mr. Harrison. Let us take textiles, which is here an import. It is 
not as highly paid in Japan in relation to other industries, or are they 
lowly paid? 

Mr. Kravis. They are lowly paid. In table 9 if you look at the 
range 

Mr. Boces. What does the range mean? Fourth from the bottom or 
fourth from the top? 

Mr. Kravis. The lowest wage industry for Japan is on the fourth 
line. In Japan, the apparel industry, where the wage was 29.63 yen, is 
the lowest wage on the list. You can see that roughly the ranks in 
these two countries correspond. 

Mr. Harrtson. In an industry in which they are importers, neverthe- 
less in that industry what little manufacture they have is at the highest 
wages; is that right? 

Mr. Kravis. That is right. 
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Mr. Harrison. I do not understand it. 

Mr. Kravis. Well, sir, I have an explanation for that. What really 
determines the commodities that a nation exports and imports is not 
wage differences so much, although it is conceivable that a wage dif- 
ference could influence trading patterns and might be the operative 
factor. 

I think that in practice the most important thing is differences in 
productivity. 

In other words, the international differences in productivity are 
greater than the international differences in wages. 

So that if, for example, the output per worker in automobiles in 
this country is twice greater than that of England, our wages gen- 
erally will not be as much as twice as great. 

You see, the difference in productivity will be greater than the 
difference in wages. 

I would like to call your attention to the table on which I base that 
statement. This is table 10 which is borrowed from a study by Sir 
Donald MacDougall, a distinguished British economist. 

In column 1 we have the ratios of output per worker in the United 
States to output per worker in the United Kingdom. This was before 
the recent war. The figures show, for example, that a pig-iron worker 
in the United States produced 3.6 times what a worker in the English 
pig-iron industry did. 

In the final column, column 4, we have the ratio of United States 
exports to United Kingdom exports. We can see that these 2 columns 
behaved in the same way. That is, where the United States output 
per worker was very high, we far outdid England in exporting to the 
rest of the world. Where ratios were low, we did not do so well in 
our relative exports. 

What I think this shows fairly clearly is that the real controlling 
factors in international trade are productivity differences, that wage 
differences are smaller than productivity differences. That is shown 
directly if you compare columns 1 and 2. 

Column 2 shows you United States wages as a ratio to United King- 
dom wages in each of these industries. You can see the range of 
variation in column 2—that is the difference in wages between the 
United States and England—is a lot smaller than the range of varia- 
tion in productivity shown in column 1. 

Mr. Harrison. Of course, it might be true that wages in an in- 
dustry may be higher in relative terms in Japan, but low relative to 
wages in the United States. 

Mr. Kravis. Sir, it seems to me that you cannot use this low-wage 
argument because wages in all foreign industries are so much lower 
than the United States. This would not explain why the American 
automobile industry and the American farm-machine industry are 
able to sell their goods all over the world in spite of the serious efforts 
of foreign governments, for perhaps good reason, to keep the lid on 
those sales. 

It is not the wages; it is the productivity that counts in this thing. 

Mr. Harrison. Yet, the wages there in automobiles are high? 

Mr. Kravis. That is right; and still they import from us because, 
while our wages are higher than theirs in automobiles, our productivity 
is still higher than theirs in automobiles. 
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Mr. Harrison. Is that true in textiles? 

Mr. Kravis. I would say in some parts of the textile industry it is 
probably true, although I do not pretend to be an industry expert. 

My impression is that in portions of the textile industry which 
depend on mass production we probably have the same kind of advan- 
tage we do in automobiles. In portions of the textile industry where 
you have special products—for example, if you have a woolen or 
worsted setup on a loom and you only run a half dozen bolts of it, so 
that the lady that puts it on her back won’t be embarrassed by seeing 
another lady with the same woolen come down the street, why, I think 
that we would have a disadvantage in that. 

Mr. Harrison. Do I understand that where we have a disadvantage 
in textiles is in that segment of the industry where labor enters more 
and where we have advantages in that segment of the industry which 
depends more on machinery and less on labor ? 

Mr. Kravis. That is my impression. 

Mr. Harrison. But does that not show, then, that the low wages 
have a good deal to do with the case, because we maintain our advan- 
tage in our own market where the labor element is minor, but we lose 
our advantage where the labor element in the production of the product 
is major ? 

Mr. Kravis. Sir, let me turn that around and look at it this way: 
We have our advantage where machinery improves the productivit 
of labor. We do not have an advantage where labor works enaided. 

The reason we do have an advantage is the difference in produc- 
tivity. 

Mr. Harrison. Where the unit of productivity is approximately 
equal, then the wage differential is the determining competitive factor ? 

Mr. Kravis. That is right; I would agree with that, sir. 

My argument is, however, that the productivity is not equal and that 
the inequalities in the productivity are what explains the trade pat- 
terns to a much greater extent than differences in wages. 

Mr. Bocas. Well, it would follow, would it not, that unless you had 
artificial barriers, the nation which has the greatest productivity, 
whether it comes from farm machinery or what it may come from, 
would ultimately capture the exports markets of the world ? 

Mr. Kravis. I do not quite agree with that, because, you see, after 
a while a nation may begin to ask itself what it is going to do with all 
the claims against foreigners it gets for selling them the goods. 

Now, we have been a little inclined to answer that question by say- 
ing, “Well, give them the goods,” but obviously there are limits to this 
kind of answer. 

Mr. Boces. What you are saying is that despite the demand, unless 
they have the wherewithal to acquire it, you still would not have a 
market ? 

Mr. Kravis. That is right. 

Or, to approach the problem I want to get to later, unless we buy 
from them they cannot buy from us, no matter how efficient we are 
or how much they would like to buy from us. 

Mr. Boces. But your main contention so far is that the wage differ- 
ential, so-called, is not the determining factor in the world trade? 

Mr. Kravis. Exactly. 

Mr. Boces. What are your conclusions ? 
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Mr. Kravis. Mr. Chairman, you are always a few pages ahead of 
me. I would say when it comes to trade policy the problem we fa 
obviously, is to reconcile the national interest with the interest o 
particular groups. 

Now, I am not sure that in every case the interest of the particular 
groups that would be affected by increased imports is served by pre- 
venting an increase in imports. That is, you cannot be sure what 
would happen to the fellows who lose their jobs in the $1.16 industries 
when the national average is $1.25. 

Some of them might be older workers who have developed skills 
over the years which they could not readily transfer to other indus- 
tries. They would be hurt. 

But others might get jobs in the export industries which you would 
expect to increase. 

Mr. Harrison. Is that an oversimplification ? 

Mr. Kravis. It is part of the story. 

Mr. Harrison. Joe Dokes is trained to cut gloves. Now, the idea 
is that if he loses his job as a result of foreign competition, that 
will make more money available for foreigners to buy American 
automobiles and therefore there will be an increased demand in the 
aubcanioniae industry and Joe Dokes can go over there and get a job. 
Is that it? 

Mr. Kravis. No, sir; and if I were Joe Dokes I would not like to 
be forced out of the form of employment that was familiar to me even 
if somebody told me it might be for my own good. 

Mr. Harrison. Not only that, but Joe Dokes buys an automobile 
himself. While he is out of a job he is not going to buy any automobiles. 

In addition to that, his home has gone on the market in a commu- 
nity where there has been heavy investment in that domestic industry 
and the price is going to go down there. 

Mr. Kravis. Sir, may I distinguish between two kinds of situations 
which may accompany an increase in imports? One is where Govern- 
ment has done nothing to change the ground rules. 

For example, let us take a mythical illustration of, say, blouses. 
Suppose the Government has not touched the tariff on blouses. Sup- 
= this tariff was 100 years old, nobody has messed with it for a 

1undred years. 

Maybe you can find a rate like that. I do not know whether you can, 
or not. 

Suppose for some reason the competitive position of, say, Japan, 
supp iers in the Japanese blouse industry —— 

Mr. Bocas. This is not a mythical industry. 

Mr. Kravis. If I say it is mythical, you won’t ask me specific ques- 
tions about the industry which I won’t be able to answer. 

Mr. Boces. This really happened. 

Mr. Kravis. Yes. 

Mr. Boces. Go ahead. 

Mr. Kravis. These fellows are suddenly able to market blouses in 
the United States at much lower prices than domestic producers. 

Now, I would like to present another illustration which is also 
mythical. 

Suppose the city of Philadelphia was an important hosiery center 
and suppose that for some reason or other States in a southerly direc- 
tion from Philadelphia should suddenly develop a capacity to produce 
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hosiery more cheaply than Philadelphia, and suppose as a result of 
that the hosiery industry folds in Philadelphia. 

Now, what 1 want to know is whether the Government should inter- 
vene to prevent Joe Dokes, who now is a hosiery worker in Phila- 
delphia, from being uprooted. Maybe he doesn’t want to move to 
the South. I think that what Joe Dokes will probably do is find 
a job in the growing steel concentration around Philadelphia, in the 
Trenton-Levittown area. 

The other point I want to make in connection with these two myth- 
ical illustrations is that changes are what make progress. If we try 
to protect the legitimate interest of every working man in his job and 
of every employer in his plant, an interest in which I think we would 
all sympathize, we would just make the economy completely rigid. 
We would never let anybody get hurt. 

But neither would we have any progress. Every time there is an 
improvement somebody loses out. Somebody has a special place in 
the economy which rests on the preeminence of this particular skill 
or industry or piece of capital. 

Now, it seems to me if you say it is all right to let the hosiery industry 
move out of Philadelphia to the South, but it is not all right to let the 
blouse industry fold because of Japanese competition, you are saying, 
“T believe in the competitive system, but I am going to draw a circle 
around the confines of the United States and limit the competitive 
system to that area.” 

I believe business has to take risks. I do not favor having the Gov- 
ernment do anything to increase those risks. Neither would I favor 
that the Government do anything to limit the area of competition. 

Mr. Harrison. When the Government changes the rules by drastic 
and sudden reduction in tariff rates, when an industry has been built 
under rules that gave it that protection, then where are you ? 

Mr. Kravis. Sir, you are getting to be as bad as the chairman in 
getting ahead of me. 

The second case relates to an increase in imports that result from 
Government action to reduce the tariff which has been in effiect ; that is, 
a change in the long standing ground rules. 

I believe in this case the way that private interests should be recon- 
ciled with the public interest is to have the Government say to domestic 
industry, “O. K., you have enjoyed protection for many years; we 
recognize that while it is in the general interest to have more imports, 
that you are accustomed to operating under these rules that we have 
established. We are not going to change them arbitrarily. However, 
we are going to do our best to arrange matters so that, while you have 
the present level of the domestic market guaranteed to you, assured 
to you, you are going to have to fight for the increment in output and 
consumption which we expect to have in a growing economy. If you 
want part of the growth in our markets, you are going to have to 
meet foreign competition in the open market.” 

Now, one way to do that is to use tariff quotas. Now, I know in 
the minds of some any mention of the word “quota” in this area auto- 
matically raises a red flag, but it seems to me perfectly possible to use 
the quota device so as to expand our imports and yet avoid damaging 
the legitimate interests of established labor and capital as a result of 
the increase in imports. 
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I ask you to imagine what would have happened had the United 
States adopted this policy 20 or 40 years ago. The industries which 
are not growing, you see, by now would have been relatively much 
less important than they were before and we would have had a much 
larger area of free trade than we do now. 

Mr. Bocas. Let us assume American capital goes to a forign country 
and they have invested capital and it requires the identical type of 
machinery and equipment which we have, say, in Detroit, but it oper- 
ates on a wage scale that is indigenous to that country, whatever it 
may be. Then that company, which is American owned, starts export- 
ing to the United States. Is that situation comparable to the ones 
you have given ¢ 
* Mr. Kravis. I would say that is perfectly possible and it has hap- 

ened. However, it does not seem to be happening very quickly, and 
I think, as near as I can determine from studies that have been 
made—I am thinking of the studies that have been made by the British 
productivity teams that have come here and gone back and tried to 
analyze why American industry is so much more productive than 
British industry—I think there are some tangible elements and intang- 
ible elements involved in the situation. 

One of the intangibles is that we are a materially minded country 
and whatever the demerits of that may be the merit is that we have 
the incentive to produce goods. This applies not only to our workers 
but also to management. So that it is not surprising then, if you 
accept this, that you find that these reports ascribe a large part of the 
lag in British productivity to inferior management. And I think it 
is also true that this may reflect managerial attitudes that are shared 
by workers. 

Mr. Boces. Are there not some industries that can absorb exports 
because of larger American demand despite these differences in 
productivity? 

Take the aircraft industry, for instance. The British have been 
doing a pretty good job of exporting passenger planes to this country. 

Mr. Kravis. Yes. I think you will always be able to find illustra- 
tions that are exceptional because of special conditions. It may be 
in the aircraft industry because of the urgent need that England feels 
for defense or for some other reason ; it may be that that industry has 
been on the ball and they have really developed; they have advanced 
their techniques as rapidly as the United States. Or maybe, as you 
suggest, the demand here for up-to-the-minute-type aircraft is higher 
than can be met from domestic production and, since England is will- 
ing to divert some of her, let us say, most desired production to the 
dollar market, maybe our airlines are able to get British planes. 

There is one other element in this whole thing which has been 
implicit in some of the questions that you and your colleagues have 
asked, Mr. Chairman, and that is the relationship between the develop- 
ment of new products and exports. 

I suggest that these tables that I called your attention to before, for 
example, the table that shows exports and imports in selected years 
during the past half century, show our exports shifting into those 
industries, which according to the common notion, which I see no 
reason to suspect, have been the industries where technological process 


has been more rapid. For example, our exports have tended to shift 
into the metal-fabricating industries. 








328 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


And in reference to the question that another gentleman asked, I 
may say that in some cases a product which was developed early and 
exported by the United States, subsequently has become an American 
import. Sewing machines are an example. 

I think that to some extent—to a considerable extent—I would sub- 
scribe to the testimony of the preceding witness to the effect that one 
of the things continually buoying up our exports is our technical Jead- 
ership. For some of ‘iene products the world cannot buy the stuff 
from any other country. They cannot buy the latest type machinery 
or even the latest type of drug. 

Mr. Harrison. Mr. Chairman, I have to leave. I am very disap- 
pointed because I would like to hear this. It is a most interesting 
statement. 

Before I go I would like to ask one question. 

You say that the only way in which you can accomplish this objec- 
tive I have outlined, would be by the imposition of quotas? 

Mr. Kravis. The imposition of tariff quotas. 

Mr. Harrison. Would that be done with the objective attained by 
the redefinition of the escape clause so as to make it apply whenever 
in any one year, for example, the increases in importation in this coun- 
try exceeded a certain percentage ? 

Mr. Kravis. Sir, the way I would like to see tariff quotas used would 
be something like this: ‘ 

I would like to see, first of all, American industries classified into 
those that had good prospects of growth and those that did not. Those 
that did not have good prospects of growth I would forget about as 
far as tariff reduction is concerned. , 

Among those that did have good prospects of growth, I would er 
out those that were important. For example, maybe tuna would 
one of these, or anything in which you think there would be a chance 
of getting substantial increase in imports. : 

I would establish a tariff quota. I would reduce the tariff and say 
that X million units of this commodity—the X million eats a con- 
servative estimate of the expected expansion in consumption—I would 
say this amount of this commodity can come in at the lower duty. 

If imports pass this limit the old duty applies. } 

Mr. Harrison. I certainly do thank you. If you intend to convey 
the impression that Joe Doakes would be better off living in the 
South—say Louisiana or Virginia—than he would in Philadelphia, 
neither the chairman nor I will quarrel with you. 

Mr. Kravis. The gentleman who had to leave mentioned the escape 
clause. I may say that I cannot understand the escape clause in its 

resent terminology. It just does not make economic sense for the 

ation as a whole. ’ é 

I think what we have the obligation to protect is the jobs of workers 
and the capital of employers; not the output of specific commodities. 
We have to keep our eye on the ball and the ball is the real income 
of the United States and the legitimate interests of established work- 
ers and employers. 2 

Well, you gentlemen have asked me so many questions that I guess I 
have stated my position pretty thoroughly. There is, however, one 
other point I wanted to make. That is that there is a great need for 
further study in this area. I think it is rather incredible that on the 
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question that has been debated so much that my modest effort here has 
really been the first attempt to get at the facts about relative wages in 
American export and import industry. 

There are a whole host of questions about the effects of increased 
imports on employment and related issues that have never been really 
adequately answered. Much controversy centers around the size of 
the employment impact of imports. This should not be left to opinion, 
but should be scientifically investigated. 

Mr. Boces. You have been very helpful to the committee. We 
appreciate your statement. 

Mr. Morrison, do you have any questions? 

Mr. Morrison. I wanted to pursue the question of productivity a 
bit. This comparative output of workers in different industries is in 
itself a value conception ; is 1t not ¢ 

Mr. Kravis. No, sir. 

Are you talking about things in general, or my particular presenta- 
tion? My particular presentation was based ultimately on Rosta’s 
work, and he used physical comparisons. 

Mr. Morrison. No, things in general. 

Mr. Kravis. Yes, that is right. 

Mr. Morrison. Now, is that not, then, to some extent an institutional 
question? That is, labor in the automobile business would not be as 
productive of dollar value if automobiles were lower priced? 

And related to this matter is the structure of unionism in the auto- 
mobile industry and the manufacturer-dealer relationships and all 
those things. 

Mr. Kravis. Yes, I fully agree with you and I think one of the im- 
portant institutional factors operating is that when a new industry 
comes along, in order to get its share of labor, almost no matter what 
industry it is, it has to pay slightly higher wages. 

The television industry probably pays slightly higher wages than 
the radio industry if you could di erentiate between them. It is the 
recent industries that pay the higher wages. 

Maybe it is because our society is putting a higher valuation on new 
products. I think this is the great source of our strength in the world 
trade position. That is, we are the Nation that is exporting by and 
large the products of new industry. 

f course, that is not true of all of our exports. You know the 
American exports of cotton and so on, but I think the dominant ele- 
ment in our export picture, the dynamic element, tends to be the prod- 
ucts of new industries. 

Mr. Morrison. Then I have another line of questions relating to 
this idea of yours that there is a difference between taking away exist- 
ing tariff protection and extending additional tariff protection. I 
think there has been a good deal of conversation which implies that 
= tariff policy is represented by reductions from the 1930 level of 

uty. 

But the 1930 Tariff Act not only established a system of duties; it 
also provided for a flexible provision which was a sort of recognition 
of the view that industry was entitled to upward movements of the 
tariff, as well as the continuance of the statutory rates. 

_ The escape clause legislation has gone even further in this direction 
in authorizing not only the raising of duties in some cases above the 
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original rates of the Tariff Act of 1930 but also the application of re- 
strictive quotas which the Tariff Act of 1930 had not provided for. 

I take it this is one of the features of the escape clause which you 
say to you does not make sense ? ; 

r. Kravis. That is right. As I said before, I think if you believe 
in the competitive system, you have very little basis, except in special 
circumstances, such as defense considerations, for limiting competition 
to national borders of the United States. 

As a matter of fact, the testimony this morning indicated there are 
strong reasons for not so delimiting it. 

With respect to defense considerations, that is, as you gentlemen 
know, a very*difficult and sometimes ambiguous problem. When I 
was introduced it was mentioned that I had been on the Committee 
for Reciprocity Information. I remember sitting on this Committee. 
One industry after another came in and said they were important for 
defense. At length I noticed the next industry was the narrow fabric 
industry that makes belts and garters. While I figured it was kind 
of important to have men’s trousers kept up and women’s stockings 
kept up, during the war, I thought that at last we had reached an 
industry which would not claim the defense argument. I was wrong. 
It developed they did because during the war they had converted to 
the manufacture of machinegun belts for cartridges. 

So that if you are not awfully rigorous about the definition of what 
is a defense industry there won’t be anything that is left that is not 
essential to defense. That is one of the reasons I favor having those 
industries which are really deemed essential to defense subsidized, if 
necessary, rather than given tariff protection. 

Mr. Morrtson. I think you made the statement that one of the 
anomalies of the escape clause was that it seemed to provide for 
protection of each limited line of production rather than the protection 
of the values of capital investment and labor skills and so forth. 

I take it your proposal would be that the test should be injury to 
employment or some geographical sector of the economy rather than 
industry described in terms of each line of output of specific goods. 

Mr. Kravis. Yes, I think I would favor a definition of the industry 
in terms of firms or some group of firms rather than in terms of 
products. 

As a specific illustration of what may be involved, I think I remem- 
ber a glace cherry case that came in in an escape-clause action before 
the Tariff Commission. Apparently there was a short cherry crop 
one year in the United States and the sellers of those candied and 
preserved fruits imported glace cherries from Europe because the 
domestic cherries were too high. 

But the producers easily made up that production by the expansion 
and output of other fruits. There was no evidence at all that their 
profits or employment had suffered in that industry. 

Yet if I understand the present provisions of the law correetly, this 
would leave the Tariff Commission no choice but to recommend an 
increase in the duty on glace cherries even though nobody was hurt 
as a result of the increased imports. 

Mr. Morrison. I think some of the Commissioners took the position 
in that case that where facilities were regularly used and usable for 
the production of a line of products, industry could not be construed 
as just the production of glace cherries. 
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However, I am not sure that that construction would be possible 
under the amended version of the escape clause. 

There is another matter I wanted to raise with you, this idea of 
yours about quotas as the solution for this matter. 

Would it not be a factor there that price, as well as volume of out- 
put, is a matter of distress to the domestic producers ? 

Mr. Kravis. Yes, but I think that would be quickly translated into 
an output problem ; would it not ¢ 

Mr. Morrison. Well, I suppose you would have to fix the quotas 
each year; would you not? 

Mr. Kravis. I think that this whole question of the use of tariff 
quotas in this area really deserves a great deal of study which it has 
not received. I would be unwilling to be as dogmatic about the nature 
of these tariff quotas as some members of the committee may think 
Ihave been about some of the other things I have said. 

Mr. Morrison. Since you referred to tariff quotas we can assume 
that only the rate of duty, I presume fixed by the Tariff Act of 1930 
originally, would apply to imports in excess of quotas. 

Mr. Kravis. I would make the current rate of duty apply to im- 
ports in excess of quotas. 

Mr. Morrison. And what rate of duties would apply to imports 
within the quota ? 

Mr. Kravis. That would be a lower rate of duty which would be 
granted under whatever authority the President has left to reduce 
a further, or under increased authority which Congress might 
extend. 

Mr. Morrison. Your reference to quotas has to do with future reduc- 
tions rather than with restoring protection in situations currently 
complained of in escape-clause cases ? 

Mr. Kravis. Yes, I meant to make that clear. 

This is one place where the disadvantage of informal presentation 
has caught me. 

Mr. Boces. Are there any further questions ? 

Thank you very much. You have been most helpful to the com- 
mittee. e will adjourn until 10 a. m. tomorrow. 

(Thereupon, at 4:30 p. m., the subcommittee was recessed, to re- 
convene at 10 a. m., Thursday, September 20, 1956.) 
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THURSDAY, SEPTEMBER 20, 1956 


House or REPRESENTATIVES, 
SvuBcOMMITTEE ON Customs, TARIFFS, 
AND RecrprocaL TRADE AGREEMENTS OF THE 
CoMMITTEE ON WAYS AND MEANS, 
Washington, D.C. 


The committee met at 10 a. m., pursuant to notice, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon. Hale Boggs (chairman of the subcommittee) presiding. 

Mr. Boces. ft e committee will come to order. 

Our first witness this morning is Mr. Mike M. Masaoka, who will 
appear in behalf of the Japanese American Citizens League. 

Ve are happy to have you here, Mr. Masaoka. 


STATEMENT OF MIKE M. MASAOKA ON BEHALF OF TEE JAPANESE 
AMERICAN CITIZENS LEAGUE 


Mr. Masaoxa. Mr. Chairman and members of the committee, my 
name is Mike Masaoka. I am the oa representative of the 
Japanese American Citizens League with offices in the Hurley-Wright 
Building here in Washington, D. C. 

The Japanese American Citizens League is an organization com- 

osed of American citizens, most of whom are of Japanese ancestry. 
We are the only organization of persons of Japanese ancestry in the 
United States. We have some 88 chapters, and members in 32 States, 
the District of Columbia, the Territory of Hawaii, and with overseas 
personnel in Japan. 

Because we are all American citizens, we are, of course, very much 
interested in the future of our own country. At the same time, be- 
cause we happen to be of Japanese ancestry, we believe that we have 
a special responsibility to our country to try to explain the great in- 
terest and the great concern which our country should have for Japan 
as a bastion of the free nations. 

With that introduction, I would like to begin my statement. 

The recent shift in Communist emphasis from military adventure 
to economic-political psychological subversion makes this compre- 
hensive review of our trade and tariff policies and practices most 
timely, for what we as the leader of the free world do in an economic 
way to retain and strengthen our friends and allies whom the Soviet 
enemy would entice may be even more crucial to the ultimate victory 
than military aid. 
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While it is acknowledged that every free nation is a prime target 
for the Communist conspiracy, especially those in Asia where most 
of the uncommitted millions of the world reside, in their global strat- 
egy, as well as our own, Japan merits special consideration. 

Geographically situated as she is, Japan is the key to all of Asia. 
She is the only industrialized power in all the Orient, with the only 
manpower trained technologically for the demands of modern indus- 
try. At the same time, she lacks practically all of the natural resources 
needed in a modern economy. Moreover, in volcanic islands totaling 
about the size of Montana, with only a fourth of that area tillable, 
some 90 million hungry people are attempting to eke out an existence. 

Asa matter of service bea must both import and export. 

Japan is a capitalistic country; her people believe in private enter- 
prise and individual initiative. Traditionally and historically, she 
prefers a partnership with the United States to cooperation with either 
or both Red China or Soviet Russia. At the same time, however, if 
we refuse to recognize her right to live, we may well drive her into 
the Communist orbit. 

Accordingly, because our trade relations may well determine 
whether Japan continues as our foremost western ally or turns to 
communism, as Americans of Japanese ancestry, we believe that it is 
our responsibility and obligation as Americans whose affinity enables 
us to better appreciate the problems of both the land of our birth— 
United States—and that of our parents—Japan—to testify that our 
faith and our judgment are that the national self-interest of our 
United States requires continued and expanded commerce with Japan. 





TRADE BARGAIN FOR UNITED STATES 


From the dollars-and-cents standpoint alone, Japan buys far more 
from us than she sells—our exports to Japan last year totaled $772,- 
279,000, while our imports amounted to only $448,949,000 for a balance 
of $323,330,000 in our favor. 

Perhaps even more significant is that Japan concentrates her pur- 
chases on those commodities which we have in surplus, such as cotton, 
wheat, rice, and corn. She is also a major purchaser of bituminous 
coal for cooking purposes. Japan is, and has been, our third or fourth 
best customer in the world and in each of the last 5 years has been our 
biggest buyer of agricultural products. Last year, 1955, more than 
half of our shipments to Japan were in agricultural commodities. 
Thus, it is good business for us to continue to trade with Japan, for 
if both countries should end all commercial intercourse the United 
States, dollarwise at least, would be the greater loser. 

The more we purchase from Japan, the more she will be able to bu 
from us. And, if the present rate of trade continues, our domestic 
economy would be substantially encouraged. At the same time, the 
Japanese economy and standard of living would also spiral upward. 

e real importance of maintaining and expanding cordial trade 
relations with Japan, however, aside from its two-way monetary 
benefits, is that we weaken the Communist lures by strengthening 
the vitality of the Japanese people and their confidence in us as sin- 
cere allies, while, at the same time, increasing Japan’s ability to join 
in our mutual defense. 
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CONSUMER INTERESTS 


In addition to this aspect of trade with Japan, there is also one 
relating to consumer demands. 

In general, Japanese goods are less expensive than those manufac- 
tured in this country and are, therefore, particularly attractive to 
those who cannot afford the more expensive domestic items. Rather 
than forcing Americans to do without, Japanese articles to “ay 
this category of consumers should be encouraged, not discouraged. 
Oftentimes, too, the consumer who begins with a Japanese item pro- 
gresses to the more expensive domestic product as his own standard 
of living increases, 

The woman who cannot afford an American blouse should not be 
deprived of her right to purchase a less expensive Japanese blouse. 

he family that can only afford domestic earthenware or imported 
Japanese chinaware should not be prevented from enjoying porcelain, 
even if it is from Japan. 

The housewife who prefers Japanese tuna in brine because it is less 
fattening than American canned tuna in oil should not be estopped 
from buying the imported tuna. 

In many instances, as with the housewife who prefers Japanese 
tuna, price alone is not the sole consideration. For some there is a 
special attractiveness or unusual merit in certain foreign-made im- 
ports, for others it is simply a question of dollar for dollar, which, the 
domestic or the imported article, is the best buy or value. 

Many Japanese a the less expensive Japanese imports in order to 


be able to purchase other products, such as radios, television sets, auto- 
mobiles, and so forth, and thereby boost the economy and the standard 


of living commensurately. 

There are also the twin propositions to consider—that no group of 
producers should be allowed to dictate what the American people may 
consume and that the competition from foreign goods often tends to 
increase domestic efficiency and to lower prices which otherwise might 
be monopolistic. 

In any study of the national interest involved in international trade 
and commerce the rights and privileges of the 168 million consumers 
who populate our Nation should not be disregarded. The freedom of 
choice should not be taken away from these 168 million American con- 
sumers who are ready and willing to decide for themselves whether 
to buy a domestic item or a foreign import. In any event, articles 
from abroad should be allowed to compete freely in the market place. 
And yet, even when it is so obviously in the national and the con- 
sumer interest to encourage trade with and from Japan, as well as 
from the free nations, there are those who do not only denounce these 
imports but demand drastic restrictions on imports into the United 
States. 

MEASURE OF REGARD 


In a larger sense what we now have to say regarding United States- 
Japan trade applies to the free community of nations as well, and 
particularly to those in free Asia who look to our treatment of the 
Japanese as the measure of our regard for all orientals. For example, 
the prejudicial—and we believe unconstitutional—laws of South Caro- 
lina and Alabama requiring identification only of Japanese textiles, 








336 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


and the boycotts inspired by Tennessee, Kentucky, Maine, and Minne- 
sota against only Japanese textiles are too often interpreted as sym- 
bolic of the basic disregard of Americans for Asians and things Asian. 
Indeed, the fact that Japanese imports—textiles, seafood, chinaware, 

lywood, and so forth—appear to be singled out for special criticism 

y our domestic industries and the so-called trade press have resulted 
in charges that we are discriminating against Asians in general and 
the Japanese in particular. 


USE OF ESTABLISHED PROCEDURES 


If, as alleged so often in the past 2 years, domestic industry is 
so seriously injured by the importation of Japanese textiles, as 1 illus- 
tration, why have so few of the hundreds of industry segments and 
the thousands of companies involved applied for relief through the 
established procedures—application to the Tariff Commission for an 
escape-clause investigation or to the Office of Defense Mobilization 
for an impairment of national security investigation—instead of seek- 
ing political and legislative remedies for commercial tariff matters? 
And why is it that the Secretary of Agriculture rejected the applica- 
tion of the American Cotton Manufacturers Institute for relief under 
the provisions of section 22 of the Agricultural Adjustment Act! 
These are questions asked by the Japanese. 

To them the answers are rather conclusive. It is because domestic 
industry cannot prove its case on the merits and must, therefore, 
appeal to emotional and other arguments to gain their point. 


JAPANESE IMPORTS SMALL 


The total of all of Japan’s textile imports into our country is less 
than 2 percent of our own total production. As a matter of fact, I 
believe it is about 114 percent. The United States exported four times 
as much cotton cloth as we imported last year from all countries, in- 
cluding Japan. And, of all cotton manufactures, our country exported 
twice as much as we imported, again including Japan. 

Taken as a whole, in spite of the alarms sounded by domestic indus- 
try, the Securities and Exchange Commission and the Federal Trade 
Commission recently reported net incomes of textile corporations in 
the first quarter of 1956 were 23 percent more than in the correspond- 
ing period a year ago. Profits after taxes of domestic textile corpora- 
tions in 1955 totaled $709 million, an increase of over 100 percent over 
1954. Last year’s profits were the highest since 1951. 


TARIFF COMMISSION REVELATIONS 


Certain segments of the domestic industry, such as velveteen and 
pillowcases, have appeared before the Tariff Commission in escape- 
clause proceedings, only to have revealed that in the former case 3 
companies produce 95 percent of the domestic supply and that in 
the latter instance the complaining company was the only manufac- 
turer of printcloth pillowcases in the country and yet insisted that it 
be considered an industry in itself. In both hearings, the domestic 
corporations demanding relief also manufactured other textile items, 
and we believe, overall, made profits during those years in which they 
complained of Japanese imports. 
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OTHER FACTORS 


To some it would appear that the domestic textile industry, in so 
bitterly denouncing Japanese imports, might well be overlooking or 
concealing other aspects of their problems which are causing them 
distress, such as competition from synthetics and other manmade 
fibers, or in the case of New England mills their inability to compete 
with Southern plants; as efforts to prevent or retard the unionization 
of workers ; as means of covering employment losses caused by mergers 
and consolidations, improved machinery and techniques, and even tax 
writeoffs, et cetera. if these factors have validity, clearly they would 
influence the domestic industry far more than the niggardly total of 
textile imports into this Nation. 


DIVERSIFICATION OF IMPORTS 


Much has been written and said that Japan pinpoints her Ameri- 
can exports in an effort to capture certain markets. The fact of the 
matter is that American buyers place orders only for those items which 
they believe can be sold at a profit. Consumer demands, as judged 
by the buyers and not Japanese intentions, dictate the articles and the 
quantities. And we know they are trying their best to diversify their 
exports. 

he Japanese are constantly urged to diversify their exports. We 
believe that the Japanese would be delighted to comply, but the kind 
of diversification suggested for textiles, for example, would require 
the lowering of tariff rates. We doubt very much whether American 
industry is willing to go that far in eliminating what they consider to 
be the evil of concentrated and specialized goods. 


LOW WAGE ARGUMENT 


Charges are repeated against cheap wages paid to Japanese workers 
as though the Japanese themselves deliberately set these low standards 
for themselves and are not interested in raising them. The truth is 
that Japanese wages, while small in terms of our scales, are the highest 
in the Orient, and are continuing to increase. 

Wages are not the only factor in computing costs, others include 
fringe benefits for workers substantially greater than for American 
workers, round trip transportation costs for cotton goods, tariffs, in- 
dividual productivity, et cetera. 

In the Japanese cotton textile industry, for example, there is more 
unionization of workers than in this country, and the unions are demo- 
cratic, pro-American unions federated in an international association 
with our own AFL-CIO. The 10 biggest textile companies in Japan 
are 100 percent unionized, while only between 15 and 20 percent of the 
workers in the South, where most of our textile workers are employed, 
are unionized. 

Besides, if low wages alone were the sole criterion, India with a much 
lower scale than Japan would be a major importer to the United States 
market instead of being a rather insignificant one. 

It is interesting to note in this connection that the Foreign Economic 
Report of the Joint (congressional) Committee on the Economic Re- 
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— issued in January 1956, had this to say, among other things, about 
oreign imports: 

* * * Cheap foreign labor incorporated into imports has the same effect on our 
national economic well-being as do improvements in our technology which have 
been the basis of our rising living standards. Cost-cutting technological improve- 
ments like cheap imports have freed American workers from onerous work, 
raised real wages, shortened working hours, and have opened the doors to newly 
whetted appetites for a greater output of goods, In the interest of an expand- 
ing economy, we long ago abandoned the fallacy that there is only so much work 
to be done or so many goods that can be sold. 


VOLUNTARY SELF-RESTRAINT 


To the Japanese it is a little difficult to understand how a nation 
with a $400 billion annual gross income can become so concerned with 
the tiny trickle of Japanese imports which in the aggregate total only 
a little more than 400 millions. Nevertheless, because the Japanese 
are a proud and sensitive people, fully cognizant of their precarious 
position in the world of today, as a gesture of friendship and to avoid 
unseeming argument, they imposed voluntary quotas on cotton 
textiles, tuna, and plywood at considerable sacrifice to themselves. 

They imposed these quotas in the spirit of self-restraint and not as 
admissions of the validity of the allegations made by certain segments 
of domestic industry. They placed these limitations on themselves as 
their token of good will toward Americans. They trust that these 
gestures will be accepted by the domestic industries concerned in the 
spirit in which they were imposed and that they will be given the 
opportunity to demonstrate their good faith in keeping with their self- 
respect and self-imposed restrictions. 


COEXISTENCE WITH ALLIES 


Mr. Chairman and members of the subcommittee, the grim realities 
of the world today dictate not so much a formula for coexistence be- 
tween the Communists and ourselves but rather a way for coexistence 
among ourselves and our allies. 

We suggest that the free nations may be able to coexist in this 
troubled world if our United States continues and expands our en- 
lightened and liberal policy of encouraging freer trade among the com- 
munity of nations, for such commerce is the lifeline that binds us 
together. 

his certainly is not the time to drive our friends and allies into the 
enemy’s camp by imposing trade restrictions which will jeopardize 
their ability to remain free. This is not the hour to sacrifice the 
national interest and the general welfare for temporary and localized 
expediency for the few special interests by legislating mandatory 
quotas and higher tariff duties. 


ECONOMIC WAR 


In a real sense, we are engaged in economic warfare, with the most 
serious consequences awaiting us if we lose this struggle for the minds 
and hearts of men. In many ways, this economic war is more difficult 
than conducting a shooting war. Still, as in a shooting war, some 
of our people and some of our industries will be called upon to bear 
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what to their minds may be a disproportionate share of the Nation’s 
sacrifice and hardships and burdens. And yet, when the national in- 
terest is involved, special interests must give way. 

And, as in World War IJ, national survival, we believe, is at stake, 
We need now, as we needed then, allies to stand with us, to blend their 
sinews with ours, against the common foe. We cannot afford to 
alienate, to antagonize, to neutralize our allies, for when the final 
battle is to be fought we must not be alone in a world of communistic 
imperialism. 

{ay this subcommittee and the Congress do nothing which will im- 
pair the ability of our allies to prosper and grow stronger—economi- 
cally and militarily—to the end that the free nations shall remain 
united and secure. 

Mr. Boaces. Thank you very much. Do you have any questions, Mr. 
Harrison ? 

Mr. Harrison. I have no questions. 

Mr. Morrison. Do you have any observations to make on the scope 
of the competition that Japan promises to offer; that is, what com- 
modities in addition to those currently exported here in quantity are 
likely to develop ? 

Mr. Masaoxa. I am in no position to comment on that except to 
say that this is true: Japan is desperately trying to diversify her im- 
ports into the United States. Given the opportunity I believe she 
will diversify them, keeping in mind, of course, that Japan is an in- 
tense labor country as against the United States where labor is rela- 
tively a scarce commodity. If the United States will attempt to use 
its maximum natural resources for the maximum benefit of our country 
I think that Japan will be given an opportunity to bring in more 
goods, perhaps, but just what those specific goods will be I am cer- 
tainly not in a position to comment on. 

Mr. Morrison. Do you think there is any justification for this coun- 
try attempting to reduce the impact of Japanese competition on par- 
ticular segments of the domestic industry ? 

Mr. Masaoxa. I would say that, viewed in the broad light of the 
national interest, when Japan buys so much more than she sells to the 
United States, overall what our country does being so important to 
Japan’s future as well as our own survival—unless it can be clearly 
demonstrated that perhaps the national security of our country is in 
jeopardy as has been expressed by some of the professors and others in 
the last few days—it might be better that Japan be allowed to come 
into these markets and to compete in those fields in which she is best 
able and equipped economically to compete. 

Mr. Morrison. But these other people that you have referred to and 
that have spoken here have always recognized some ground for 
alleviating, at least in some degree, the impact of competition from 
low-wage countries on particular industries. 

Mr. Masaoxra. If you say “by impact” something should be done 
to help the people in their adjustments, to help the people perhaps 
be retained for other jobs, certainly we would not be opposed to such a 
thing. On the other hand, I think it is important to remember that 
our country has progressed because of great changes which have come 
about. Many industries—the textile and other fields which now blame 
to some extent Japanese imports as a reason for their loss of profits, 
or for going bankrupt—many of these same industries had bank- 
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ruptcies before Japanese imports ever came in, so it is very important 
to ascertain the real effect which imports have, and then if imports 
do have a substantial effect, and if the effect is to jeopardize our 
national interests, then I think we are justified in taking certain 
measures. 

As far as the impact is concerned on the individual human being, 
certainly I, as all of us, believe that every effort should be made to ease 
that impact. 

Mr. Morrison. Have you made any studies, or collected any infor- 
mation on the relative productivity of labor in various industries in 
Japan and here? 

Mr. Masaoxa. Not to any real degree. We have just general infor- 
mation. Again let me say if I may—and I say that not as an excuse, 
but more as an explanation of why we are testifying—we do not pre- 
sume to be experts in the field of what Japan technologically does, or 
even the United States. We, as Americans of Japanese ancestry, are 
fearful of what is happening in the Far East to our friends and allies. 

This morning, for example, the Post carried the story of the Chinese 
Communist leader, Mao, suggesting to the Japanese they abandon the 
United States completely and join China in a conspiracy, if you will, 
to drive American and Western allies completely out of that section 
of the world. As an American citizen, I would not like to see that 
happen. It is on that basis that we have tried to testify in our belief 
the national interest of our country dictates we try in every way pos- 
sible to give economic and other aid to Japan. 

I am sorry, but it is just that we do not have the technological 
information and background in that field. 

Mr. Morrison. I do not think that there is any lack of concern for 
the interests of Japan here, but there is a great deal of concern of what 
is the appropriate method of collating our economy with those of other 
countries. 

Mr. Masaoxa. I recognize that serious problem, but I do not have 
the answer. 

Mr. Morrison. I have no further questions. 

Mr. Boces. You have been very helpful to the committee and we 
thank you very much. 

Our next witness will be former Senator Lucas, of Tllinois, and Mr. 
William Stoeffhaas, on behalf of the American bicycle industry. 


STATEMENT OF SENATOR SCOTT LUCAS AND WILLIAM STOEFF- 
HAAS CHAIRMAN, MANUFACTURERS’ TARIFF COMMITTEE, 
BICYCLE MANUFACTURERS’ ASSOCIATION OF AMERICA, ON 
BEHALF OF THE AMERICAN BICYCLE INDUSTRY 


Senator Lucas. Mr. Chairman and members of the committee, I 
desire at this time to express my thanks for peeing the bicycle 
industry to come before this committee to testify primarily upon cer- 
tain phases of the escape clause of the reciprocal trade agreement, and 
I am certain that Mr. Stoeffhaas’s testimony will make a contribution 
to the thinking of this very important committee. 

I should like to make an observation or two with respect to myself, 
Mr. Chairman. 

I am sure you know, and I am positive Mr. Harrison does, and other 
members of the committee, that during my 16 years in the Congress 
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of the United States I was a very stanch advocate of the reciprocal 
trade agreements program that was instituted in the beginning by that 
distinguished gentleman from Tennessee, Cordell Hull. I distinctly 
recall in 1943 the bilateral agreement that was made with Mexico 
wherein we promulgated the first escape clause. Executive orders 
came thereafter with respect to the escape clause, and then in 1951 the 
Congress amended the act to define certain powers taken away from 
the Tariff Commission as a result of that legislation. 

And when the bicycle industry came to me over a year ago, with 
respect to a hearing that was then pending before the Tariff Commis- 
sion, and sought my services as legal counsel, along with others, I made 
the report then that I would be compelled to carefully study the record 
in order to ascertain whether or not I believed there had been a real 
injury to the industry in line with the 1951 act. 

After an exhaustive study of that, Mr. Chairman, I reached a very 
definite conclusion that the bicycle industry was on the right track, and 
I was sustained in that position by the Tariff Commission on two dif- 
ferent occasions, and finally was vindicated by the President’s pro- 
mulgation of the modification of the concessions in his opinion handed 
down, I think, last August. 

I make that statement in order to tell you gentlemen that I have 
not in any way changed with respect to my position on the trade 
agreements. 

I am sure that Mr. Stoeffhaas has in his presentation, which I have 
read carefully, some arguments with respect to the escape clause that 
will be more interesting to this subcommittee, and with that short 
statement, Mr. Chairman, I now present Mr. Stoeffhaas for his 
remarks, 


Mr. Bocas. Thank you very much, Senator. We will be very pleased 
to hear from you, Mr. Stoeffhaas. 

Mr. StorrFrHaas. I am William F. Stoeffhaas, a resident of Chicago, 
general manager of the Arnold, Schwinn Co., with headquarters at 
1817 North Kildare Avenue, in that city. I eo po before you as 


chairman of the manufacturers’ tariff committee of the Bicycle Manu- 
facturers Association of America, of which I have been a member, 
officer, and director for the past 20 years. 

The American bicycle industry appreciates this opportunity to pre- 
sent its collective views in connection with the study your committee 
is making of tariff legislation and tariff and trade poliey. This study, 
we believe, is important to all American industry, and can make a defi- 
nite contribution to the continued welfare and progress of domestic 
trade in our economy. 

Your investigation is of particular importance to the domestic bike 
industry, which has been ——— injured and continuously endan- 
gered by large volume imports of low-priced oe bicycle products 
in recent years. We believe our experience can be of value to you 
gentlemen, since it sharply illuminates the operation of the escape- 
clause procedure which was intended to protect injured American in- 
dustries. It is to that part of the law that our remarks are mainly 
directed. 

Since our industry has been preoccupied with the “escape clause” 
on practically a full-time emergency basis since 1951, allow me to 
briefly review the basic facts in our case. 
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In 1939 a full 50-percent reduction in tariff was granted —- 
bicycle producers. e competitive — advantage this gave bike 
makers abroad was readily recognized by the American industry. But 
before a true test of these concessions could be made, World War II 
intervened. Bicycle manufacturers, both here and abroad, turned 
over their facilities to vital war production. 

Then in January 1948, as part of the General Agreement on Tariffs 
and Trade, duties on certain major classifications of bicycles were 
again reduced, even though the 1939 reductions had not been tested 
under normal postwar competitive conditions. This reduction took 
place despite the vigorous protests of American bicycle manufac- 
turers. 

These two substantial reductions, together with foreign currency 
devaluation in 1949, gave importers an insuperable price advantage, 
which they were quick to exploit, and which was destined to have dis- 
paver effects on the production, sale, and profits of domestic pro- 

ucers. 

Recognizing the threat to its future, the domestic industry initiated 
an “escape clause” action before the United States Tariff Commission 
in October 1951, which was rejected a year later by that agency. Un- 
fortunately, our industry’s forecast proved correct. As the rate of 
imports accelerated, we were obliged to return to the Tariff Commis- 
sion with a second application for relief in June 1954. 

At the conclusion of its second investigation in March 1955, the 
Tariff Commission, by a 4 to 1 majority vote, concluded that the do- 
mestic bike industry had been seriously injured and recommended to 
the President that relief be granted in accordance with the law. 

Despite the Commission’s searching study of all the facts, the Presi- 
dent delayed action, seeking additional data from the Tariff Commis- 
sion. On August 19, 1955, 5 months from the date of the Commission’s 
recommendations, the President issued a proclamation, granting only 
part of the relief proposed by the Commission. 

Now let us briefly examine the nature of the injury the Commission 
sought toremedy. Prior to 1949, including the pre-war years, bike im- 
ports seldom exceeded 1.5 percent of the total domestic market. By 
1955 imports had captured 41 percent of the total domestic market. 
In 1949 imports were just under 16,000 units, but by 1955 they ex- 
ceeded 1,223,000 units. In 1954 the American bicycle industry, the 
Tariff Commission reported, experienced a profitless year, even though 
the American business community as a whole enjoyed its second best 
profit year. 

To stem the rising flood of imports, the Commission had proposed 
increasing the tariff rate in one classification from 7.5 to 22.5 percent, 
and in other classifications from 15 to 22.5 percent. Our industry 
contended that such increases in the tariff would not and could not 
remedy the injury. We maintained that only by the imposition of 
reasonable quotas upon the volume of imports could the “escape clause” 
be made effective in our situation. 

Despite these arguments, the President saw fit to reduce even the 
Tariff Commission’s modest recommendations. In one of the classi- 
fications he granted the recommended increase from 15 to 22.5 percent; 
but in the other classification from 7.5 percent to only 11.25 percent 
instead of the 22.5 percent proposed by the Commission. 
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Let us briefly see what has happened to bike ed since the new 
duties went into effect in August 1955. This is what the U. S. News 
& World Report said in its publication last week : 

Foreign bicycles—half a million of them—were sold in the United States in 
the first half of this year. This was a 10-percent gain over the first half, 1955, 
despite the 50-percent increase in the United States duty on foreign bikes last 
summer. 

British bikes relinquished their sales lead to the German bikes, which ac- 
counted for nearly half of all foreign sales in the United States in the first 
half * * * 

In an earlier report, the Wall Street Journal said in its March 21, 
1956, edition: 


* * * The pattern of expansion was further confirmed by a spokesman for 
one of the Big Four British manufacturers. He said: “We are so well established 
that the increase in the American duty will not have an adverse effect on our 
sales.” 


The same article minimized the bike tariff hike when it noted: 


The prosperity of British bicycle makers—Raleigh’s profits, for instance, 
jumped nearly half a million dollars in 1955—should perhaps calm the excite- 
a we Europeans who have been agitated by escape-clause hikes in American 
tariffs. 

Official import statistics confirm the foregoing statements. For the 
10-month period of September 1955 to June 1956—the last month 
for which official figures are available; July has come out since this 
was written—imports of foreign bikes were 11.5 percent greater in 
volume than for the corresponding months of 1954-55. The number 
of imports in the post-tariff-increase 10-month period was 1,079,502, 
compared to 968,048 in the corresponding period prior to the increase. 

It is apparent from these figures that the domestic industry has not 
been relieved of the injury which it had forecast in 1951 and which 
the Tariff Commission and the President had undertaken to correct 
a year ago. 

As can be seen readily, the escape clause, although applied in our 
case, thus far has not worked in the bike industry. Indeed, it has 
not even maintained the status quo nor acted as a deterrent. As our 
figures indicate and the bike experts abroad admit, the new rates did 
not deprive the foreign producers of the great competitive price ad- 
vantage they enjoyed prior to the application of the escape clause. 

And, quite ironically, while there has been no evidence that the 
increased duties would diminish imports of foreign bicycles, our Gov- 
ernment acted promptly to grant compensatory concessions on other 
commodities to offset the alleged losses of trade suffered by reason 
- = withdrawal in part of the concessions previously granted on 

icycles. 

Thus we are in the paradoxical position of having compensated 
foreign producers for losses that were never incurred. Imports have 
increased, rather than diminished, since the increased duties. And it 
is further ironical that our Government took almost as many years 
to provide a small measure of intended relief to the domestic industry 
. it took months to grant compensatory concessions to foreign pro- 

ucers. 

And, despite the continued improvement in their position, the im- 
porters have taken the offensive. They have initiated legal action 
attacking the increased duties established by Presidential proclama- 
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tion on the grounds that such proclamation was null and void. They 
have been filing protests on the entry of bicycles from all countries 
since the new rates became effective. 

The basis for the attack is alleged defective procedure. They claim 
that when the President referred the matter back to the Tariff Com- 
mission, no public hearing was held and that the President failed to 
act within the time required by the statute. Thus we have the strange 
spectacle of the importers, who have had no injury through diminu- 
tion of their volume but rather are enjoying better business with rising 
imports, protesting the increased duties which have neither harmed 
them nor hétped the American producer. 

Admittedly, other escape-clause procedures perplex us. In apply- 
ing for tariff relief, we did not contemplate being called upon to go 
beyond the statutory criteria as expressed in section 7 (b) in sup- 
porting our plea. But when the proceeding was completed and the 
Tariff Commission had made its report and recommendations on the 
factors listed by the statute, we found a new and additional set of 
criteria superimposed upon the statute. 

These were made public for the first time in the President’s letter 
of August 18, 1955, addressed to the chairmen of the congressional 
committees. In that letter the President said there was— 
= ge of injury and relief to a domestic industry within the meaning of 

e law. 

But then apparently going beyond the law itself, the President’s 
letter underscored additional considerations—factors about which we 
had had no notice and with respect to which no evidence had been 
adduced before the Tariff Commission. We cannot understand how 
any industry can expect to meet tests so complex and intangible, as, 
for example: 

“The question of our national security interest in the economic 
strength of valued allies in the free world,” or “the question of build- 
ing export markets for the products of our farms, factories, and 
mines.” 

While these are important considerations in international policy, 
they should not be injected into an escape-clause proceeding. Nor 
should they form the basis for barring the relief which Congress had 
directed should be granted when an industry had met the criteria 
specified by the statute. The burden of meeting such international 
obligations should be assumed on a nationwide basis and not by the 
sacrifice of any individual industry. 

Another obstacle encountered in the experience of the domestic bike 
industry was the attempt of the President to make an independent 
finding of facts at variance with the findings already made by the 
Tariff Commission after a full hearing and exhaustive investigation. 
The President does not have comparable means available to enable 
him to conduct the same extensive investigation of factual matters 
as does the Tariff Commission. 

This is illustrated in the bicycle case. The Tariff Commission, 
responsive to the evidence presented by the industry, found that 
foreign competitors were producing bicycles under the same specifica- 
tions as domestic models and that foreign producers could duplicate 
any type of American bicycle. 
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Yet, in his report, the President referred to the “newly developed 
middleweight bicycle” as something that would enable the American 
producers “to meet the challenge of competition from abroad.” While 
the President was correct in saying that the middleweight was newly 
developed by the American industry, he was in error in thinking that 
foreign producers could not or would not copy that newly developed 
model—just as they had copied every other model that had proved 
popular in the United States. 

Such an error would never have been committed by the President 
had he accepted the conclusions of the Tariff Commission, which had 
been based on a complete study of a year’s duration. This illustrates 
the lack of wisdom of substituting the judgment of some White House 
staff member on a factual issue for that of the Tariff Commission. 

It was no surprise to American producers when, a few months after 
the President’s declaration, a catalog of the Sixth International Toy 
Exhibit reported a leading German bike importer as follows: 

With the introduction in 1955 by American manufacturers of the new middle- 
weight type of bicycle, a number of German manufacturers are already making 
plans to include this new model in their 1956 production. This new addition to 
the bicycle field has much to recommend it, including eye and sales appeal, 
lighter weight, and ease in riding comfort. It is much more durable from a 
construction angle than the present lightweight model. 

As a matter of fact, the Tariff Commission report itself had forecast 
such action on the part of foreign producers. And time has provide 
them right. Some of the industry’s most popular models have been 
copied identically by the foreign producers, even after they have been 
completely snr with many distinctive features, by the American 
producer. A new style or model developed by an American pro- 
ducer, if it proves popular, hardly gets reasonably well distributed 
to American retailers before the foreign producer has an identical 
product on the way, and at a lower price. 

The preeminence of price has been demonstrated by what happened 
to the British bicycles when lower priced bikes from other countries 
were made available in the United States market. The British claimed 
that their dominant place in the United States market was due to 
the creation of a distinctive product and successful merchandising. 
But when bicycles from Germany and other countries became avail- 
able at still lower prices, the British were supplanted by the German 
as the dominant seller in the American market. 

American bike manufacturers have been forced to surrender over 
40 percent of the United States market to foreign producers of all 
countries exporting here. The remaining 60 percent of the market 
can be retained by American producers only by means of severe price 
reductions in an effort to meet the import price competition. Our 
industry has been clinging to a low profit structure merely to stay 
alive. A healthy industry cannot be maintained under such circum- 
stances. 

With the wide differential of price in favor of the foreign producer, 
it is doubtful that any permissible increase in the duty rate can relieve 
the American bike industry of the injury it has suffered from import 
competition. It has been our position from the beginning that ade- 
quate relief could be achieved only in the form of volume quotas. 
Although the statute specifically authorizes such a method of relief, 
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it has been virtually impossible for any industry to obtain quota relief 
under the escape-clause procedure. 

With an appropriate quota, it would be possible for American pro- 
ducers to manufacture their products in accordance with American 
manufacturing standards and price them in accordance with Ameri- 
can price standards and wage levels. Under such circumstances, it 
would be possible for the American industry to be maintained in a 
reasonably prosperous condition even though imports would continue 
to fill a portion of the total market. 

We believe the lesson to be learned from the experience of the 
American bicycle industry is that the tariff laws and trade policies 
of this Nation should be clarified so that relief will be promptly avail- 
able to an industry which shows injury in accordance with the statu- 
tory escape-clause criteria. We also believe that the form of relief 
should be adequate to meet the injury, even if it requires the imposi- 
tion of quotas. 

We have been occupied in a major way with escape-clause applica- 
tions since 1951. This has involved a great deal of time and sacrifice 
to many individuals in our industry. And it has cost a great amount 
of money, which could have been used to strengthen and advance the 
cause of our businesses. 

Today we’re cited as being one of the fortunate few industries that 
succeeeded in obtaining help under the escape-clause provision. But 
the net effect of all our overwhelming effort is that we’re still in the 
same trouble—the very same import trouble that caused us to act 5 
years ago. We are compelled to state that the law as applied has not 
worked in behalf of our industry’s welfare. 

As we survey our own experience, we confess confusion at the haste 
with which the Government has paid compensation to the foreign 
nations involved in the bike action. It is incomprehensible to us that 
these countries were quickly repaid for an apparent injury—and far 
more readily than we were for a real injury. To top it all, the im- 
porters, who continue to show gains in our market, are now in the 
courts acting to upset the modest relief granted us. 

In the future, it should not be necessary for any domestic industry 
to go through a long and expensive escape-clause procedure—only to 
find that the relief granted is wholly inadequate ; that the imports con- 
tinue to increase; that our Government grants compensatory conces- 
sions for alleged losses of trade that were not encountered ; and, finally, 
that the importers attempt to upset the increase in rates. 

Our purpose in appearing before you is not to report our problem, 
but to review its ramifications as an aid to this committee in its larger 
study. With that objective in mind, we offer these additional obser- 
vations: 

1. There should be a clear-cut understanding of the rightful domain 
of various Government agencies concerned with tariff and trade poli- 
cies, 

2. Foreign countries should be thoroughly informed of the purpose 
and intent of the escape clause and that it exists as the law of our 
land. If this were done, our President and State Department need 
not feel the burden of justification as they did in our case. 

3. Questions of fact should be established by a single Government 
department, like the Tariff Commission, and accepted as such by all 
Government agencies. 
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4, The Tariff Commission should be instructed by law to make early 
and frequent audits of escape-clause recommendations to see whether 
they are achieving their intended purpose. 

5. The discretionary powers granted the President on escape-clause 
recommendations are vague and undetermined. These should be more 
clearly defined or specified by statute so that domestic industries can 
plead their cause on the criteria used by the President to determine his 
decision. 

It is our sincere hope that this committee may be able to find ways 
and means of so clarifying the law and its administration that an 
American industry will have a reasonable opportunity to obtain 
prompt and effective relief from destructive foreign competition. In 
that endeavor, we offer the committee our continuing cooperation and 
good wishes. 

Mr. Boees. Thank you very much, Mr. Stoeffhaas. 

Mr. Harrison, do you have any questions? 

Mr. Harrison. No, sir. 

Mr. Boees. Mr. Martin, do you have any questions ? 

Mr. E. Marttn. Mr. Stoeffhaas, I have a few questions of a legal 
nature, and on that I would be happy to have your counsel answer such 
questions, if you wish. 

Mr. StoerrnHaas. Well, I am not a lawyer, so maybe he had better 
answer them. 


Mr. E. Martin. I say I would be happy to have your counsel to do 
so. 
However, before the legal questions are asked, does your group 
represent all the American manufacturers of bicycles? 

Mr. StorrrHAas. No; we do not. Probably about 90 percent of the 
production. 

Mr. E. Martin. That is a pretty good percentage. 

Mr. Sroerruaas. Yes, sir. 

Mr. E. Martin. You have a pretty good idea, do you not, of the vol- 
ume of American production currently ? 

Mr. Srorrruaas. Oh, yes. 

Mr. E. Martin. You assemble the statistics by months; do you not? 

Mr. Storrruaas. That is correct; yes, sir. 

Mr. E. Martin. Could you supply the committee with information 
showing the American production—I do not want to be technical on 
that because if you compile it on sales rather than units produced that 
will be satisfactory—since whatever period was the breakoff date in 
the Tariff Commission report ? 

Mr. SrorrrHaas. Yes. We have those figures, and would be glad 
to submit them. 

Mr. E. Martin. Has the production gone up or down since the 
tariff increase of last year? 

Mr. Srorrruaas. For the first half of this year it has remained 
about level. 

This is Mr. John Auerbauch, executive secretary of the Bicycle 
Manufacturers Association. He is the man that keeps those figures. 
Can he answer that question? 

Mr. E. Marty. Sure. 

Mr. Boaes. Will you please identify yourself for the reporter? 
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Mr. AversaucH. Mr, Chairman, I am John Auerbauch, secretary 
$ ih Bicycle Manufacturers Association, 122 East 42d Street, New 

OrkK, 

The first 6 months of 1956 ran at about the same level as the first 
6 months in 1955. 

Mr. E. Martin. How about the last half of 1955 compared with the 
last half of 1954? 

Mr. AversAucn. I think I would prefer to check those, sir, and 
send that information to you. 

Mr. E. Martin. Have prices gone up or down, or remained level? 

Mr. Aversuacu. In the bicycle industry prices have gone up re- 
cently reflecting the increased cost of steel and numerous other prod- 
ucts used by the bicycle industry. 

Mr. E. Marrtn. Does that observation apply to both imported and 
domestic bicycles ? 

Mr. Avrersaucu. No, sir; we cannot say the same on imported 
bikes. As a matter of fact, we understand that in a desperate effort 
to regain its position here the British producers recently reduced their 
prices, neutralizing, we understand, price increases going back over 
the last two years. 

Mr. Srorrruaas. May I make an observation here? 

Mr. E. Martin. Surely. 

Mr. Srorrruaas. I was in the office of one of the largest national 
merchandizers a week ago, and he told me that one of the real large 
British producers had reduced his price below the level which was 
established by an increase in early January 1955, in an effort to re- 
capture the volume that is lost in this market to the German, French, 
and Austrians. 

Mr. E. Martin. Getting back to the law, I am not quite clear whether 
you consider that in your case the President violated the law or 
whether you think that what he did just ought not to be the law. 

Mr, Lucas. Well, Mr. Chairman and gentlemen, we only state in 
this manuscript prepared by Mr. Stoeffhaas that there are suits now 
pending in New York wherein the importers seek to recover the 
money that they had been compelled to pay under the modifications 
and concessions issued by the President on the theory that the Presi- 
dent acted illegally. 

Now, whether he did or not remains to be seen, and probably tested 
in the courts, provided we can get in. However, we do believe that the 
law. itself is extremely vague. For instance, when the law states that 
the President must report back to the Commission within 60 days’ 
time—make his report—in this bike case, he failed to do that. He 
simply sent the report back for further clarification and for further 
information from the Tariff Commission, and it was a number of days 
after these 60 days before the President finally made that report. 

Now, that is one of the bases, as I understand it, that those who are 
seeking return of this money contend that the President violated the 
statute. That definitely should be cleared up. In other words, the 
President should be compelled to make his report within 60 days 
without any question, or at least the statute should give him more 
time in the event he desires to send it back to the Commission for 
further instructions. 

Mr. E. Martin. I certainly agree that serious policy questions are 
presented by a possible invalidation of a successful action on such a 
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cause as that, but on the question of whether the law permits the Presi- 
dent to disagree with the findings of the Tariff Commission does not 
the law say—this is section 7 of the 1951 law—that the President may 
take action ? 

Mr. Lucas. There cannot be any question about that. 

Mr. E. Marttn. On the question of whether the action must be based 
on a finding of injury or whether other factors may be considered- 
and here again I am inclined to agree that the law could have been 
more clear—but section 6 of the 1951 law says that with regard to the 
duties proclaimed after that date concessions should not be permitted 
to continue in effect when they cause injury. 

Mr. Lucas. I did not quite get the last part of your statement. 

Mr. E. Martin. I say that section 6 says the trade-agreement conces- 
sions should not be tolerated when they cause serious injury to Ameri- 
can industry. 

Mr. Lucas. I understand. 

Mr. E. Martin. If section 6 literally means what it says, then the 
President having the last word—and we would agree that section 7 
gives it to him—does not the President necessarily have the last word 
on saying whether there is injury or not? 

Mr. Lucas. I would not think there is any doubt about that. 

Mr. SrorrrHaas. We are not doing that. 

Mr. Lucas. We are not questioning that phase of the act. He can 
veto what the Tariff Commission does. 

Mr. E. Martin. Your question is whether the law should permit 
him to do so? 

Mr. Lucas. The position taken by Mr. Stoeffhaas is that the Tariff 
Commission’s findings upon the criteria setup in the statute would be 
final and the President would not have the power 

Mr. SrorrrHaas. If the President is going to consider other criteria 
before rendering a decision, we think that we should be informed of 
those criteria and be able to defend our position, or at least to know 
about them before he makes his decision. 

Mr. Lucas. In other words, in this case certain criteria were laid 
down in the statute upon which the case was tried before the Tariff 
Commission, but when it got to the President, the President brings 
in two different categories and two additional categories of criteria 
which of course these people have no knowledge of, and there was 
nothing in the record. 

Mr. E. Martin. Does not section 7 (b) of the 1951 law in referring 
to these factors say : “Without excluding other factors?” . 

Mr. Lucas. Well, I suppose it does say “without excluding other 
factors,” but it seems to me that that is another place where the law 
might be cleared up. In other words, I do not believe that the Pres- 
ident of the United States in the final analysis who has the power to 
veto the action of the Tariff Commission should be able to go outside 
of the record in order to make that veto unless the national security 
is involved in some way, and he ought to show, of course, when he 
makes that statement, what is involved, and not just the flat state- 
ment itself. 

Mr. E, Martiy. Of course, you can see, Senator Lucas, the prob- 
lem that arises, or that would arise from a rule that the President 
could not review the Tariff Commission’s findings of fact. 

Mr. Lucas. We do not deny that. 
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Mr. E. Martin. As I say, I do not know whether under your pro- 
posal he would be denied that opportunity. That is what I am get- 
Ing at. 

Mr. Lucas. No;no. I want to clear up myself on that point, if you 
misunderstood me, because we do not deny the fact that he has a right 
to review the findings and make a decision either favorable or un- 
favorable to the action that has been taken by the Tariff Commission. 

r. E. Martin. I do not have any misunderstanding about your 
view of the present law. I guess if I have a misunderstanding 11 1s 
about what you think the law should be. 

Mr. Lucas. Not exactly that. I think the law should be cleared up 
on certain points. It is vague, indefinite, and uncertain on certain 
points. I pointed out one, and other lawyers think the same thing, be- 
cause the suits that are now pending in the New York courts as a result 
of what the President did reflect that, and I think it is a very important 
thing that that point be cleared up because millions of dollars could be 
involved in connection with the lawsuit should they win it in the New 
York courts, and the taxpayers would foot the bill because of the 
ambiguous statute or because of this failure of the President to carry 
out the intent of the Congress. 

Mr. E. Martrn. It is your position, is it not, that the President did 
not violate the law ? 

Mr. Lucas. Well, I am not so sure about that; I am not so sure 
about that. It is a good deal like the old law professor used to say 
to me in law school when he was in a difficult situation: He would roll 
his eyes, and look up at the ceiling and he would say “Young man, 
there is much to be said on both sides of that question.” 

Mr. E. Martin. Are you in the New York case as amicus curiae! 

Mr. Lucas. No, sir. 

Mr. E. Martrn. Is your industry ? 

Mr. Lucas. We are not, ourselves. 

Mr. E. Martin. I think there are some very important points which 
you have raised, and it will be helpful if you would submit concrete 
proposals as to how you think the law should be changed. 

Mr. Lucas. Well, I think we would be glad to do that; I think we 
would be glad to make a further study of it. We have not made a 
check of that like the lawyers of New York have made it in connection 
with that case, but we would be glad to do it. 

However, I think this committee and the Congress ought to take 
some action. 

Mr. E. Martin. That is all, Mr. Chairman. 

Mr. Boees. Thank you very much, Senator. 

Mr. Lucas. Thank you for your patience and kindness and consid- 
eration, gentlemen. 

Mr. Boees. You may submit that memorandum any time between 
now and October 15. 

Mr. Lucas. Yes; we will. 

Mr. Boges. Thank you very much. 

Mr. Srorrruaas. Thank you, sir. 

Mr. Boces. Our next witness is Mr. L. Dan Jones, assistant general 
counsel of the Independent Petroleum Association of America. 

Weare very glad to have you with us, Mr. Jones. 

Mr. Jones. Thank you, sir. 
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STATEMENT OF L. DAN JONES, ASSISTANT GENERAL COUNSEL, 
INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Jones. My name is L. Dan Jones. I am assistant general coun- 
sel of the Independent Petroleum Association of America, which is a 
national association of independent producers of crude petroleum and 
natural gas. Every oil-producing area in the Nation is represented in 
the membership of the association. The principal interest of the mem- 
bership of the association is in the domestic production of oil and gas, 
although some members are engaged in other branches of the petroleum 
industry. 

In my appearance here today, I am also authorized to appear on 
behalf of the following oil and gas associations: 

— district, Pennsylv ania Oil Producers Association, Bradford, 
a 

East Texas Oil Association, Tyler, Tex. 

Independent Oil Producers Agency, Los Angeles, Calif. 

Independent Oil Producers & Land Owners Association, Tri-State, 

Evansville, Ind. 

Kansas Independent Oil & Gas Association, Wichita, Kans. 
Kentucky Oil & Gas Association, Owensboro, Ky. 
Louisiana Independent Producers & Royalty Owners Association, 

Baton, Rouge, La. 

National Stripper Well Association, Wichita Falls, Tex. 

New York State Oil Producers Association, Bolivar, N. Y. 

North Texas Oil & Gas Association, Wichita Falls, Tex. 

Ohio Oil & Gas Association, Newark, Ohio. 

Oil Producers Agency of California, Los Angeles, Calif. 

Oklahoma Independent Petroleum Association, Oklahoma City, Okla. 

Panhandle Producers & Royalty Owners Association, Amarillo, Tex. 

San Joaquin Valley Oil Producers Association, Bakersfield, Calif. 

Southwest Pennsylvania Producers Association, Washington, Pa. 

Texas Independent Producers & Royalty Owners Association, Austin, 
Tex. 

West Central Texas Oil & Gas Association, Abilene, Tex. 

The Independent Petroleum Association of America was organ- 
ized in 1929. One of the primary purposes for organization of pro- 
ducers on a national basis at that time was to seek relief from ex- 
cessive oil imports and to combat the then-growing philosophy among 
some officials of government that our domestic oil reserves should be 
shut in and reserved for future emergency, relying upon imports in 
the interim. Fortunately, that philosophy did not prevail. In 1932 
the Congress adopted the ‘policy of encouraging the development of 
domestic oil resources by imposing an excise tax on petroleum imports. 
This tax was effective in assuring the domestic oil supplies which 
were so essential in World War II. 

Because of our long interest in the oil import problem, our asso- 
ciation has closely followed all legislation and administration prac- 
tices bearing upon this matter, including the antidumping law, the 
Buy-American Act, the Trade Agreements Act, the escape-clause 
and peril-point provisions, and more recently the national- -security 
amendment. 

At the time many of these laws were passed, it was our understand- 
ing that they were designed by Congress to protect domestic indus- 
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tries from excessive imports and that Congress intended that these 
laws be administered in a manner that would encourage domestic 
industries. 

Our association has had specific experiences with respect to some 
of these laws. Our appearance here today is to present to the sub- 
committee some of these experiences in the hope that they will con- 
tribute in some way to the subcommittee’s study. 

In order to evaluate the effectiveness or the inadequacies of these 
laws and the administrative practices thereunder, I wish first to 
present, as a background, a brief history of petroleum imports and 
exports in order that the subcommittee may have before it the overal! 
pattern of United States petroleum trade that has been developed 
under our trade laws. 

As to the history of United States foreign trade in oil, prior to the 
establishment of the excise taxes on petroleum in 1932, imports were 
relatively high in relation to domestic production. Establishment of 
the tax was effective in bringing about a reduction of imports. This 
tax was effective until reduced by the trade agreement with Venezuela 
in 1939. Thereafter, each time petroleum was the subject of an agree- 
ment, imports increased. 

Prior to World War II, during the period 1935-39, imports averaged 
less than 5 percent of domestic production. At present imports are 
at a rate in excess of 20 percent of domestic production. 

This history of petroleum imports since 1928 is graphically shown 
in the chart on the following page. 

Imports have increased not only in quantity but also in relation to 
the domestic industry and the domestic market. Year after year, 
imports have absorbed a larger and larger share of the United States 
market. It is important to recognize that increased imports have 
not been a matter of necessity. These imports displaced available 
domestic production and have now reached the point where the do- 
mestic industry now has more than 20 percent of its capacity shut in for 
lack of market. 

A summary of petroleum imports and the relationship of imports to 
domestic production is set forth in the following table: 


Relationship 

Total petrole. | of imports to 
um imports | domestic crude 
(barrels daily) | oil production 





(percent) 
1935-39. _ PLY APRS ene nS PER am, oF ie eds Sap 2c8E 153, 000 4.8 
en eee bE a ee Sibir eed dGelin te ss bashed 222, 000 5.4 
1946-51. _... rie SS oplinn atin dala wb HE HER SNE 6 ORES E So diWee sy eSesbus -dpeps~ 611, 000 11.5 
1952_.... sielenceyien~pnemid aben dpdpusesadanebdvsdlenth bn agdicateddd 952, 000 15,2 
MOBS ios sia iis a GREE A De 1, 034, 000 16.0 
1954... __- 1,052,000 | 16.6 
WG oo lho 5s dabdaitaqic cso cpu as sibdbude ts ese se eu~ cata se bdbesedasbstess | 1, 248, 000 | 18.3 
BOGS CORGTMRIOT) « «on vg ce ntins cn escwnss<casc-bd-ppaddo <p aes ! 1, 480, 000 | 20.8 





This history shows that petroleum imports have continuously and 
rapidly absorbed a growing share of the domestic market, whereas 
the relationship between total imports of all commodities and the 
national gross product has been declining. 

In contrast to the trend in imports, United States exports of petro- 
leum have declined. This means that the domestic industry has been 








CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 353 


losing out in the foreign market as in the home market. This history 
of United States exports is summarized in the following table: 


Relationship 

Total petrole- | of exports to 
um exports | domestic crude 
(barrels daily) | oil production 








(percent) 
1OGEGD co cecrenencocact et RACE Fats) Sr TEND 447, 000 13.9 
WiiMinnc24 nial a ceeaal kok ae estan ash Lee 409, 000 9.9 
MMM an. te ee ee ee eee 382, 000 7.2 
WEL Ol finlintteiint. Soap tae, Lleol eet 436, 000 7.0 
WO ie et Lee eae ee Ee 401, 000 6.2 
WELL cet oO ot 2 eh iy ee 355, 000 5.6 
UTS Sin aie ek Ae ie 365, 000 5.4 
1956 (estimated) .__ . 2 taal 331, 000 47 


| 
| 


This history of petroleum exports shows that whereas the United 
States prior to World War II enjoyed an export market equal to 
13.9 percent of domestic crude-oil production, today that market 
constitutes only 4.7 percent. 

As a result of imports increasing, whereas exports have decreased, 
the United States has shifted from a position of a net exporter to a 
substantial net importer. During the prewar period, 1935-39, the 
United States was a net exporter to the extent of 294,000 barrels daily. 
During 1956, we will be a net importer by about 1,149,000 barrels 
daily. This change from a net exporter, in the prewar years, to 
an increasing net importer has meant a loss of market for United 
States production amounting to nearly 1.5 million barrels daily. 

These trends of increasing imports and decreasing exports have 
been due primarily to two factors. First, tremendous reserves of 
oil have been developed in foreign areas, particularly since World 
War II in the Middle East. This development has resulted in huge 
surpluses creating strong economic pressures to sell this oil in the 
United States market, the largest and most attractive in the world. 
Second, the increase in imports reflects the general Government policy 
of encouraging imports of all commodities, and the administrative 
actions taken under that policy in regard to oil. 

Experience under the Buy American Act: 

The Buy American Act was designed to establish a preference for 
American products in purchases made by the Federal Government. 

The law provides (par. 10 (a), title 41, U. S .C. A.) as follows: 


AMERICAN MATERIALS REQUIRED FOR PUBLIC USE 


Notwithstanding any other provision of law, and unless the head of the 
department or independent establishment concerned shall determine it to be 
inconsistent with the public interest, or the cost to be unreasonable, only such 
unmanufactured articles, materials, and supplies as have been mined or pro- 
duced in the United States, and only such manufactured articles, materials, 
and supplies as have been manufactured in the United States substantially all 
from articles, materials, or supplies mined, produced, or manufactured, as the 
case may be, in the United States, shall be acquired for public use. This section 
shall not apply with respect to articles, materials, or supplies for use outside 
the United States, or if articles, materials, or supplies of the class or kind to be 
used or the articles, materials, or supplies from which they are manufactured 
are not mined, produced, or manufactured, as the case may be, in the United 
States in sufficient and reasonably available commercial quantities and of a 
Satisfactory quality. 
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The pertinent aspect of this law in respect to petroleum, is that 
petroleum products made substantially from domestic oil is to be given 
preference if crude oil is produced— 
in the United States in sufficient and reasonably available commercial quantities 
and of a satisfactory quality. 

If this law were enforced, it would provide a substantial aid to the 
accomplishment of oil-import restrictions within the purpose of the 
national-defense amendment, which is discussed below. 

It is now, however, being enforced. The following experience con- 
cerning the efforts of the General Services Administration to justify 
an exception from the act in the purchase of petroleum products, pro- 
vides an example. 

On April 5, 1954, the General Services Administration issued a 
directive which, in part, stated as follows: 

15. Buy American exemption: The regional director, region 7—— 

Mr. Boces. Where is region 7 ? 

Mr. Jones. That came out of Dallas. I understand this directive, 
sir, applies generally throughout the United States. 

General Services Administration, having been duly authorized thereunto, has 
determined that crude petroleum is not produced in the United States in suffi- 
cient and reasonably available commercial quantities and, therefore, has ex- 
empted from the Buy American Act petroleum fuels and petroleum lubricants. 

Mr. Boces. Let me interrupt you there. 

Do you have reference to the regional director in Dallas, Texas? 

Mr. Jongs. I beg your pardon ? 

Mr. Boees. The regional director in Dallas, Tex., made that finding ? 

Mr. Jones. I am quite sure that region is in Dallas, but I am equal 
sure that the finding applied generally because we discussed this wit 
the General Services Administration. 

Mr. Boces. He found that crude petroleum is not produced in suffi- 
cient quantities in the continental limits of the United States? 

Mr. Jones. Yes, sir. ; 

Mr. Bocas. That is an amazing finding. He must have just come 
into Texas the day before. 

Mr. Jones. The finding was without foundation in fact although 
it is a finding that must be made under the law, to support an exemp- 
tion of petroleum. 

But the finding could not be substantiated on the facts as they existed 
at that time, or as they exist today. There was no shortage of crude 
oil from domestic sources. To the contrary, there was a surplus. In 
fact, the industry was faced with serious problems the outgrowth of 
an oversupply condition, aggravated by a world surplus. The same 
situation continues today. 

The GSA finally admitted the fallacy of its position and on Septem- 
ber 17, 1954, issued a new directive which exempted not the entire 
United States as did the previous directive, but only the east coast. 

Mr. Boces. Was that the same man that issued the new directive? 

Mr. Jones. The new directive came out of Washington, sir, and 
was issued by the Washington Administrator. 

This later directive is equally without foundation. The law does 
not differentiate between geographic regions. It requires that petro- 
leum products purchased by the Government, on the east coast or any- 
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where else, be made substantially from crude oil produced in the 
United States unless crude oil is not produced— 

in the United States in sufficient and reasonably available commercial quanti- 
ties and of a satisfactory quality. 

_The fact is that on the east coast more than 50 percent of the crude 
oil refined is foreign. In addition, approximately two-thirds of the 
industry fuel oil used in this area is imported. This means that the 
requirement of “substantially,” provided by the law, cannot be met 
on the east coast by refiners processing foreign crude and distributors 
handling imported oil. So, the GSA undertook to rewrite the law. 
In announcing this directive, the GSA said : 

* * * the application of the Buy American Act would place an unfair burden 


on American refiners and distributors in spite of the plentiful overall supply of 
domestic crude petroleum. 


* * * it is impractical in the exempt area for the Government to insist upon 
supplies refined substantially from domestically produced crude oils. 


Here, it can be seen that the GSA has ignored the standards of the 
law and have established its own. 
The GSA did not stop there. It went further in its directive and 


reversed the very purpose of the Buy American Act when it announced 
therein as follows: 


In addition, imports serve to maintain a flow of foreign crude into this coun- 
try. If this flow ceases, a marketing pattern for foreign crude would develop 
which would make it difficult or unduly expensive for this country to acquire 
supplemental crude when and as needed. 

Although Congress passed the Buy American Act so as to encourage 
American industry, the GSA is now administering that law to en- 
courage foreign oil development and more oil imports. 

As to experience under the Antidumping Act: The Antidumping 
Act prohibits imports of foreign commodities into the United States 
at prices less than the foreign exporter obtains for his commodity in 
his home market or other world markets. 

In 1949, our association had reason to believe that this law was being 
violated with respect to imports of oil from the Middle East. At that 
time, we appeared before a committee of the Senate and presented this 
situation. 

On August 22, 1952, the Senate Small Business Committee, Subcom- 
mittee on Monopoly, isued a press release announcing a report from 
the MSA on “ECA and MSA Relations with International Oil Com- 
panies Concerning Petroleum Prices.” The release stated that accord- 
ing to the report— 
quantities of Middle East oil were dumped in the United States at net prices far 
below those realized on shipments to Europe. 

Also in August 1952, the Department of Justice brought action in the 
United States district court for the Southern District of New York 
(civil Nos. 78-152; 78-153; and 78-154) seeking recovery of over- 
payment in the amount of several million dollars, of ECA/MSA funds. 
One of the allegations in these actions was to the effect that the prices 
charged by the Middle East companies were higher than the market 
price prevailing in the United States for similar Arabian crude oil. 

This allegation suggests that the Government had information that 
would show the Antidumping Act was being violated. Yet, no ac- 
tion under the act was ever initiated. This experience is cited to 
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illustrate how the administration of a law, or lack thereof, can defeat 
the purpose of the law. 

Experience under the Trade Agreements Act. Application of act 
to petroleum: The Trade Agreements Act was passed in 1934. Just 
prior thereto in 1932, Congress recognized the damage to the domestic 
petroleum industry from uncontrolled imports and at that time es- 
tablished an excise tax on petroleum imports. The tax established 
was one-half cent per gallon on crude oil, kerosene, and fuel oil; 21, 
cents per gallon on gasoline; and 4 cents per gallon on lubricating oil. 

At the time the Trade Agreements Act of 1934 was enacted into law, 
it was the clear and expressed intent and understanding of Congress 
that the law was not to apply to the items on which excise taxes had 
been placed in 1932. These items in addition to oil were coal, lumber, 
and copper. These excise taxes became and still are a part of the In- 
ternal Revenue Code. ‘They were recognized by Congress as being 
distinguishable and apart from the customs duties, And it was the 
congressional intent that they should be treated differently. 

This intent is made unmistakably clear throughout the legislative 
history of the Trade Agreements Act. For example, the report of the 
Ways and Means Committee, Report No. 1000, 73d Congress, 2d ses- 
sion (1934), had this to say: 

In order that the necessary reciprocity may be accorded, the President is em- 
powered to promise that existing excise duties which affect imported goods will 
not be increased during the term of any particular agreement. It should be 
carefully noted, however, that the President is given no right to reduce or in- 
crease any excise duty. His power of reduction of duties is limited to those 
which are in fact customs duties. 

A more definite or clear statement as to intent could not be made. 
Yet, it will be seen that this congressional intent was soon to be ignored. 

After the bill passed the House and was before the Senate, the 
Senate Finance Committee, in Report No. 871, 73d Congress, 2d ses- 
sion, incorporated the House report and the above-quoted language. 
Thus, this clearly expressed intent and purpose, was before both 
Houses of Congress when the act was adopted. 

Subsequently, while the bill was being debated on the floor of the 
Senate, Senator Harrison was in charge. During his presentation, he 
said: 

It will be noted that, so far as tariff rates are concerned, the President has 
the power to increase or lower them by 50 percent, but as to the excise taxes they 
may be continued. It was the intention of those who framed the legislation, 
and of the House in passing the bill, that they would be frozen; in other words, 
they might not be modified. 

Later in his presentation, Senator Harrison identified the four 
excise taxes as those applicable to coal, oil, lumber, and copper. With 
respect to them he further said : 

All excise taxes are frozen by this bill * * *. 

They cannot be increased and they cannot be lowered * * *. 

The reason was that all excise taxes are frozen in this bill. We do not pro- 
pose to disturb excise taxes at all. 

The kind of taxes styled excise taxes were not to be affected. They were not 
to be increased or lowered. They were frozen, in other words. 

Despite this clear intent of Congress, the Trade Agreements Act was 
coe to petroleum in 1939 in the Venezuelan trade agreement. In 
that agreement import duties on certain products were reduced by 50 
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percent as to 5 percent of the refinery runs to stills in the United States 
during the preceding calendar year. Imports in excess of 5 percent 
of refinery runs were left subject to the original excise tax. 

As a result of this failure to conform with the clear intent of Con- 
cress with respect to the excise taxes on petroleum, there was much 
concern expressed within Congress when the Trade Agreements Act 
was up for extension in 1940, Assurances and reassurances were read- 
ily forthcoming. It was solemnly avowed that through the adminis- 
tration of the act, domestic industries would be afforded remedial ac- 
tion whenever circumstances made it necessary or advisable to do so. 
To illustrate, the Secretary of State in a letter dated February 8, 1940, 
to Chairman Doughton of the Ways and Means Committee stated as 
follows: 


* * * T would say that, in accordance with the general policy of providing 
flexibility in order to safeguard the interests of our domestic producers, an es- 
cape or safeguarding clause in unusually broad terms was included in the trade 
agreement with Venezuela. This clause permits remedial action whenever—to 
use the language of the agreement—‘special circumstances” render it necessary 
or advisable to do so. The clause would permit such action with respect to petro- 
leum or any other product included in the agreement. 

I searcely need to assure you that the operation of the trade agreements is 
given constant and careful supervision in order that remedial action may be 
taken whenever it appears that the producer of any product might be materially 
injured. Nor is it necessary to add that this statement applies to the con- 


cessions granted on petroleum and other products included in the Venezuelan 
agreement. 


In another expression of assurance, the Secretary of State in a letter 
dated March 22, 1940, to Congressman Jennings Randolph of West 
Virginia, said as follows: 

The import tax on crude petroleum and fuel oil was reduced to one-fourth cent 
per gallon in the trade agreement with Venezuela. The amount of imports 
from all countries at this reduced rate may not exceed in any year 5 percent of 
the total quantity of crude petroleum processed in refineries in continental 
United States during the preceding calendar year. Any imports in excess of 
such an amount will be subject to the full import tax of one-half cent per gallon, 
which is bound against increase during the life of the trade agreement. 

In view of the fact that the amount of crude petroleum and fuel oils which 
may be imported annually at the reduced rate of tax represents such a small 
proportion of domestic refinery output, it is not believed that such imports will 


adversely affect the domestic petroleum and coal industries to any important 
degree. 


Despite the clear congressional intent and subsequent assurances 
from officials of the executive branch of Government, in 1943 the 
United States entered into an agreement with Mexico which removed 
the quota restriction of 5 percent established in the Venezuelan agree- 
ment and in addition the excise tax was reduced by 50 percent on cer- 
tain products not covered by the Venezuelan agreement. 

Again in 1947 in the General Agreements on Tariffs and Trade 
(GATT), the excise tax on all products not covered by the Venezuelan 
and Mexican agreements were reduced by 50 percent. 

Then in 1951 the United States renegotiated the Venezuelan agree- 
a further reducing the excise tax on crude oil and residual fuel 
oil. 

The two principal petroleum products imported are crude oil and 
fuel oil. Under the trade agreements mentioned, the original excise 
taxes on these products have been reduced, depending on quality, to as 
low as one-fourth of their original amounts. It is generally recognized 
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that these reduced rates are ineffective as an impediment to the flow 
of foreign oil into the United States. 

This history of the application of the Trade Agreements Act to 
petroleum shows how congressional intent can be eroded away through 
administrative action. The net effect was to reverse the congressional 
policy of encouraging domestic petroleum development in favor of a 
policy of encouraging greater dependency on foreign oil sources. 

Escape clause: Each of the trade agreements pertaining to petro- 
leum contained an escape clause. In fact this clause in the Mexican 
agreement became the standard escape clause. During the negotia- 
tion of these agreements pertaining to oil, the domestic petroleum 
producers expressed concern in regard to proposed reductions in the 
excise tax and opposed such action. In response to this concern it 
was the escape clauses in the trade agreements that were referred to 
with assurances that no serious damage would be permitted to occur 
to the domestic industry. 

Experience under the escape clauses, however, has demonstrated that 
they have been of no assistance and have been entirely meaningless 
as a vehicle for relief from excessive oil imports. 

To illustrate, the Independent Pelroteum Association of America 
in February of 1949 filed an application with the United States Tariff 
Commission seeking relief under these escape clauses in the trade 
agreements pertaining to oil. This petition, in May 1949, was denied 
on the grounds that— 


because of some current scaling down of both production and imports. 


The records show that there was no scaling down of imports. In 
fact, the records show that imports before and since that time have 
increased steadily and rapidly. The following table shows the aver- 
ages of imports by calendar quarters during the period our appli- 
‘vation was pending: 

Total petroleum 


imports 
(barrels daily) 
aa enya epiet oceania encase duis mnie tenes ainies sab dried aracnaien a diae tania iia 514, 000 
ee I OC Tc ec ens ig cine rears ee ican ae coentei et  l ees oa ale ae 588, 000 
I CNUNINE ONE | acl lite lg a leh hh ghestege > etna nadeetabis peniphegs taming ia 594, 000 
NINE CN I no rte ect. chen gsingnge ents meena sigiueakin aan dearemmhinieeads 622, 000 
A MN cha clrchearan co vom neidainpenachine Sieantle ailhien dpa aebeaeaanaatnomn eaten T77, 000 


This indisputable trend of imports during the pendency of our 
application, as it was before and has been since, was upward and not 
a scaling down. 

At the time our application was denied, imports averaged less than 
600,000 barrels daily. Since that time imports have increased year 
after year until as pointed out above they are now averaging near 
1,500,000 barrels daily. 

This experience demonstrates the ineffectiveness of administrative 
relief under the escape clause procedures. 

Peril point: In 1951 the Congress amended the Trade Agreements 
Act by incorporating therein the present peril-point procedure. Later 
during 1951 the United States Government undertook a renegotiation 
of the Venezuelan agreement of 1939. In accordance with the peril- 
point procedure a hearing was held by the United States Tariff Com- 
mission at which time our association urged that no further reductions 
be made in the excise tax on oil imports and that, to the contrary, 
such excise taxes be restored to the 1932 levels established by Congress. 
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After a lengthy hearing the United States Tariff Commission di- 
vided equally as to the peril point. The President, however, ignored 
the “peril point” findings of both groups of commissioners and in fact 
assumed authority to determine a “peril point” lower than that of 
either group of commissioners. 

This experience under the “peril point” procedure is a further and 
outstanding example of the extent to which congressional intent has 
not been carried out and what may happen when delegated authority 
is not clearly defined. 

National security amendment: In the Trade Agreements Extension 
Act of 1955 the Congress included section 7, which is an amendment to 
the basic law and is commonly referred to as the “national security 
amendment.” ‘This amendment reads as follows: 


In order to further the policy and purposes of this section, whenever the 
Director of the Office of Defense Mobilization has reason to believe that any 
article is being imported into the United States in such quantity as to threaten 
or impair the national security, he shall so advise the President, and if the 
President agrees that there is reason for such belief, the President shall cause 
an immediate investigation to be made to determine the facts. 

If, on the basis of such investigation and report to him of the findings and 
recommendations made to him therewith, the President finds the existence of 
such facts, he shall take what action he deems necessary to adjust the imports of 
such article to a level which will not threaten to impair the national security. 

Prior to the adoption of this amendment, there was a strong move- 
ment within Congress for providing special treatment for a number of 
individual defense materials. Petroleum was one of these commodi- 
ties. During the time the Trade Agreements Act was before Congress 
for extension, there were a number of bills introduced proposing a 
quota limiting oil imports to 10 percent of domestic demand. Most 
prominent among these proposals was one in the Senate sponsored by 
17 Senators. This proposal was before the Senate Finance Committee 
and was the subject of a hearing before that committee. There was 
widespread recognition within “Congress that excessive oil imports 
were endangering the national security by discouraging domestic 
development. 

At the same time, the executive branch of Government was also cog- 
nizant of the serious problem posed by excessive oil imports. Recog- 
nizing the importance of this matter, the President created in 19: 54 a 
special Cabinet Committee on Energy Supplies and Resources Policy, 
under the chairmanship of the Director of the Office of Defense Mo- 
bilization. 

In February of 1955, which was the time the Trade Agreements Ex- 
tension Act was before Congress, the President’s Cabinet Committee, 
after having studied the matter of oil imports for several months, rec- 
ommended that in order to properly safeguard the national sec ur ity, 
petroleum imports should be limited to the relationship they bore to 
domestic crude oil production during 1954. During 1954, total oil 
imports amounted to 16.6 percent of domestic production. 

During the consideration of the Trade Agreements Extension Act 
of 1955 by the Senate Finance Committee, the Cabinet Committee 
recommendations for limiting oil imports to the 1954 relationship was 
referred to and pertinent provisions thereof incorporated in the com- 
mittee’s report to the Senate. During the debate on the Senate floor 
the recommendations of the Cabinet Committee were cited and referred 
to frequently. The legislative history of the Trade Agreements Ex- 
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tension Act makes it abundantly clear that Congress intended that the 
national security amendment be employed, as applied to petroleum, 
so as to keep petroleum imports within the 1954 relationship. Perti- 
nent excerpts from the debate and subsequent statements made in both 
the Senate and House which reflect this intent are set forth in 
appendix I. 

(Appendix I is as follows :) 


APPENDIX I 


LEGISLATIVE HISTORY AND SUBSEQUENT EXPRESSIONS OF CONGRESSIONAL INTENT 
OF THE NATIONAL SECURITY AMENDMENT, SECTION 7 OF THE TRADE AGREEMENTS 
EXTENSION ACT OF 1955 

Senator Byrd 


Senator Harry F. Byrd, Virginia, commented as follows (pp. 4494 and 4495 
of the Congressional Record, May 2, 1955) : 

“Mr. Byrp. * * * The committee believes that this amendment will provide a 
means for assistance to the various national-defense industries which would have 
been affected by the individual amendments presented. 

* - * * * e & 


“Congress can initiate and adopt such legislation as it might deem advisable 
should the action needed to protect these essential industries not be taken.” 


Senators Daniel and Millikin 


On May 2 and 4, 1955, Senator Price Daniel, Texas, and Senator Eugene Mil- 
likin, Colorado, discussed the defense amendment. This discussion, from pages 
4500, 4501, and 4760 of the Congressional Record, is in part as follows: 


May 2 


“Mr. DANIEL. Does the Senator feel that there was sufficient evidence before 
the committee to indicate that an increase of imports over the 1954 ratio might 
endanger the national security? 

“Mr. MILLIKIN. That is my personal opinion. The judgment of the committee 
never focused on that question, but that is my personal judgment. 

“Mr. DANIEL. Does the Senator feel that action would be taken if over an 
extended period imports should be in excess of the ratio which existed in 1954? 

“Mr. MILLIKIN. I do; and while I do not propose to put a jinx on the proc- 
esses we have recommended, if those processes do not work, I shall be among the 
first actively to support special measures. 

“Mr. DANIEL. I thank the Senator. I am glad to have his statement. I know 
of the Senator’s interest in this subject I take it he believes that the national 
security should be protected, insofar as it would be adversely affected by imports 
of oil and other products mentioned in the committee report. 

“Mr. MILLIKIN. That is my feeling. My own State of Colorado is an oil pro- 
ducer. It produces fluorspar; it produces coal; it produces many items which 
are essential to our national defense. If I did not think this amendment would 
protect us, I would be urging something else. 

“Mr. Danrev. At least it is the intention of the Committee on Finance that 
this amendment shall be used to protect us in the matter of oil imports and the 
importation of other commodities which are necessary to our national defense. 

“Mr. MILLIKIN. The Committee on Finance did not make a direct decision to 
that effect. I can say, however, that the Senator from Colorado believes it should 
be used for that purpose. 

a * * * * cad oa 

“T am convinced that the proposal can and will work. It grants to the Presi- 
dent authority to take whatever action he deems necessary to adjust imports 
if they should threaten to impair the national security. He may use turiffs, 
quotas, import taxes, or other methods of import restriction. He is not limited 
as far as commodities are concerned except that they must be involved in our 
national security. 

May 4 


“Mr. DanteL. Mr. President, on Monday of this week, the distinguished senior 
Senator from Colorado [Mr. Millikin] was kind enough to answer several ques- 
tions put to him by me. I appreciate his courtesy. However, I noticed that the 
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Record, as printed, shows an answer to my last question which I did not under- 
stand to have been given, and which I do not believe the senior Senator from 
Colorado intended. 

“TI should like to repeat the question, noting that the Senator from Colorado 
is on the floor. 

“The question is set forth on page 4501 of the Congressional Record of May 2, 
1955; and I ask the Senator from Colorado to comment on it, after I repeat it. 
The question is this—and I now address it again to the senior Senator from 
Colorado: 

“*At least it is the intention of the Committee on Finance that this amend- 
ment’— 

“We were talking about section 7 (b)—‘shall be used to protect us in the 
matter of oil imports and the importation of other commodities which are nec- 
essary to our national defense.’ 

“Mr. MI“urKINn. Mr. President, I am very sorry if my answer was not as clear 
and specific as it should have been, when we had our exchange the other day. 

“I wish to say that was the intention of the Senate Finance Committee. That 
was the purpose of writing the amendment and of adopting it in the committee. 

“Mr. DANIEL. I thank the Senator from Colorado. 

“Did the committee hear evidence to the effect that an increase of oil imports 
above the 1954 ratio between imports and domestic production would endanger 
the national security? 

“Mr. MILLIKIN. The committee heard such evidence. 

“Mr. DANIEL Does the Senator from Colorado remember any evidence to the 
contrary? 

“Mr. Mrx11x1n. I do not. 

“Mr. DANIEL. I thank the Senator from Colorado.” 


Senator Carlson 


On May 3, 1955, Senator Frank Carlson, Kansas, commented on the defense 
amendment. His remarks, from page 4641 of the Congressional Record of that 
date, are as follows: 

“* * * The Senate Finance Committee, in approving H. R. 1, specifically recog- 
nized the problem and inserted in its report a portion of the report of the Presi- 
dent’s Advisory Committee on Energy Supplies and Resources which had been 
submitted by the White House. In addition, the committee added section 7, dele- 
gating to the President specific authority to act with relation to the restriction 
of imports of certain commodities, which I understand to include petroleum. 
Under this provision the Director of Defense Mobilization, when he has reason 
to believe that any article is being imported in such quantities as to threaten or 
impair the national security, may so advise the President. Then, if the President 
agrees, he may cause an investigation to be made and, if the investigation supports 
the findings of the Director, the President is required to take such action as he 
deems necessary to adjust the imports of such article to a level which will not 
threaten to impair the national security. 

“As a member of the Finance Committee, I supported this proposal as a substi- 
tute for various amendments providing limitations upon the importation of speci- 
fic commodities, one of which amendments was the one which I had supported in 
regard to petroleum. I supported the proposal adopted by the committee because 
I was assured by those in the administration responsible for the administration 
of the trade-agreements program that if such amendment were adopted by the 
committee and by Congress, action would immediately follow and that imports 
of petroleum and its products would be definitely restricted. 

“IT was further assured that such restriction would be based upon the study 
previously made, to which reference was made by the committee; that the basis 
of the limitation would be in accordance with the recommendation of that study. 
This study indicated the necessity of limiting imports of petroleum and its prod- 
ucts to an amount and in the relative position of the imports of petroleum in 1954 
as related to domestic production of crude oil in 1954. 

“T was further assured that the Director of Defense Mobilization would take 
the action indicated as necessary to adjust imports of petroleum and its products 
to the level and relationship of 1954. 

. ~ ” 7 « * * 

“It is my judgment that, if these assurances can be supported by such further 
evidence as this body may think proper, we can all rely upon these assurances 
and that the importation of petroleum and its products will forthwith be limited 
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to a relationship to our domestic production and in an amount equal to the 1954 
position, 

“Since the report of the Finance Committee, I have further explored this situa- 
tion with administrative agencies charged with the responsibility for the applica- 
tion of this program, and I can say to the Senate that again I have complete 
assurance of compliance of these agencies with the direction set forth in that 
amendment. 


“Based on these assurances, I heartily support the report of the Finance 
Committee. 


* a” * * ok * ~ 

“There can be no doubt in my mind as to the intent of the committee, nor, 
do I believe, as to the intent of the Senate in regard to limiting the oil im- 
ports to the average daily imports of the year 1954, based on the report of the 
President’s Commission on Energy Supplies and Resources Policy. 

“T can assure the Senate that I would not have agreed to the amendment in 
H. R. 1, dealing with imports of commodities which are of national defense 
interest, had I not been assured that it would be the policy of those who admin- 
ister the act to follow the intent of those who participated in preparing the re- 
port of the Advisory Committee. 

* ak * ae * Be * 

“I think, as the senior Senator from Colorado, Mr. Millikin, the ranking 
minority member of the Senate Finance Committee, stated yesterday, that we 
expect those in authority to administer this program on the basis of a limitation 
of imports; and if it develops, and we find that the program is not being so 
administered, then it will become the duty of the Senate Finance Committee, 
the House Ways and Means Committee, or individual Senators or Members of 
Congress to demand full compliance with this intent.” 


Senators Anderson and Carlson 


On May 3, 1955, Senator Anderson, New Mexico, inquired of Senator Carlson, 
as to the purposes of the defense amendment. This discussion, from page 4641 
of the Congressional Record, is as follows: 

“Mr. AnNpeRSON. As the Senator from Kansas knows, some oil is produced in 
my State, and the oil producers there are very anxious about this question of 
oil imports. At the same time I value the stand and the opinion of the Senator 
from Kansas very highly. Does he feel that the oil producers of my State would 
be justified in taking the assurances given as guaranties that the oil industry 
is not going to be disrupted by unusual and devastating amounts of oil imports? 

“Mr. CaRLson. I am pleased to state to the distinguished Senator from New 
Mexico, who always follows closely the interests of not only the people of his 
own State, but of-the people of the Nation, that had I not believed that the 
amendment we approved in committee, which was recommended by a very sub- 
stantial vote, would protect the oil industry from ever-increasing imports, I 
certainly would not have voted to report the bill to the Senate, and I certainly 
would not be on the floor today stating I favored it and would vote for it. 

“Mr. ANDERSON. I appreciate the statement of the Senator from Kansas, in 
whose State there have been oil operations of long standing. Some of us were 
somewhat worried by the situation, so far as reducing importations of fuel oil 
was concerned, because we felt it was crude oil which was causing a great deal 
of the trouble. At the same time, if there is only one amendment before the 
Senate, the easy and natural thing is to vote for the amendment, if it is in the 
interest and welfare of one’s own State. With the proposal in the present lan- 
guage, I should like to ask the Senator from Kansas, for whom I have great re- 
spect, if he feels that, along with other Senators who come from oil-producing 
States, we are doing all we can be expected to do if we vote for this type of 
amendment. 

“Mr. Cartson. I will say to the Senator from New Mexico that I believe that 
this amendment will establish a standard on which we can rely; that it will 
limit oil imports, as recommended by the Advisory Committee on Energies Sup- 
plies and Resources Policy, to 13.6, and we expect that recommendation to be 
carried out. 


“Mr. ANDERSON. I thank the Senator from Kansas for that information. It is 
reassuring to me.” 
Senators Daniel and Carlson 


On May 38, 1955, Senator Price Daniel, Texas, and Senator Frank Carlson, 
Kansas, discussed the defense amendment. Their discussion appeared on pages 
4642 and 4643 of the Congressional Record, as follows: 
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“Mr. DanrieL. * * * If imports are allowed to exceed the ratio they bore to 
market demand or production in 1954, the national security would be endangered. 
Is that not correct? 

“Mr. CARLSON. I thoroughly agree with the distinguished Senator from Texas, 
It was for that reason that the junior Senator from Kansas and the junior Sen- 
ator from Texas and many other Senators cosponsored an amendment making the 
limit 10 percent. I say very honestly and sincerely had it not been that I was 
satisfied with the amendment adopted by the committee, after days and days of 
hard work and conferences, I would still have supported a limitation on oil 
imports of 10 percent. 

“* * * There is no question that excess importation will affect not only out 
national defense but our economy, and it is important that we have an economy 
that is thriving and growing. 

“Mr. DanieL. Based on that evidence, is it the Senator’s understanding that 
if the oil imports should exceed the 1954 ratio there would be injury to our 
national security? 

“Mr. CARLSON. There can be no question about that. 

“Mr. DANIEL. Was there any reason why the committee included the amend- 
ment at all, if the committee did not feel that the national security would suffer 
if oil imports were in excess of the 1954 ratio? 

“Mr. Caruson. As I said earlier in my remarks, the Finance Committee spent 
much time on this amendment and on other amendments dealing with quota 
imports and their effect on the national defense. We were seriously concerned 
about the matter. For that reason, we have assurances that those administering 
the act will act in aceordance with the proposals submitted by the President’s 
Advisory Committee on Energy Supplies and Resources Policy and the evidence 
submitted to our committee. I have no doubt of it. 

“Mr. DANIEL. As a member of the committee, is it the opinion of the Senator 
from Kansas that a majority of the committee which supported the amendment 
intended that the necessary action be taken to keep imports from exceeding the 
1954 ratio, which has been interpreted by the President’s Advisory Committee 
as the ratio beyond which injury would be done to the national security? 

“Mr. CARLSON. One reason why I say that is very definitely the opinion of 
the committee, or, at least, the intent of the committee, is the fact that the 
chairman of the Finance Committee included in the report of the committee a 
part of the Advisory Committee’s report, which, after all, in my opinion, gives 
the intent of the Finance Committee. 

“* * * We expect the administrative agencies to carry out the intent of the 
Senate and of the Finance Committee; and I feel confident they will do so. In 
fact, I think I can say we had definite assurances that they intend to do so. 

“Mr. DANIEL. A moment ago I understood the Senator from Kansas to say that, 
as a member of the committee, he has received such assurances. 

“Mr. CARLSON. I have. 

“Mr. DANIEL. I wish to say that I, also, have today received such assurances. 
However, I think it is more important for us to consider the assurances made 
to the Senator from Kansas, who is a member of the Finance Committee. Fur- 
ther, he is a coauthor of the Neely amendment. Is that correct? 

“Mr. CaRLson. That is correct. 

“Mr. DANIEL. Since the Senator from Kansas was an original coauthor of the 
Neely amendment, I think his statement as to what the administrative official 
will do with the committee substitute for the Neely amendment is very important. 

“T hope that action will be taken, and I am sure the Senator from Kansas will 
be one of the first to support enactment of a stronger provision requiring the 
reduction of excessive oil imports, if the administrative officials fail to carry out 
the intent of the amendment. 

“Mr. Cartson. There is no question about that. 

“Mr. DANIEL. Does the Senator from Kansas understand that after the Cabinet 
report was issued, administrative officials expressed themselves to importing com- 
panies as feeling that the recommendations of the Cabinet Committee should 
be followed, and that the importing companies should voluntarily cut their 
imports to the 1954 ratio? 

“Mr. Carson. I think that is a very fair statement. As a matter of fact, 
during the hearings, when we had before us some of the presidents of and 
other witnesses representing the larger importing companies, I brought out the 
fact that I did not like to have imports limited by means of a rigid percentage 
basis, and that I hoped they would voluntarily make an effort to hold the im- 
ports within the limits set forth in the advisory committee’s report. They 
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assured us they would. So we are taking them on faith. If they do not do so, 
I assure the Senator from Texas that, insofar as I am concerned, I shall propose 
that action be taken to have them comply. 

“Mr. Dante. I should like to ask one more question, which may appear to 
be somewhat technical: As I understand, under the amendment the Director 
of the Office of Defense Mobilization would be the Government official who 
would report to the President that imports might be at such a ratio that they 
would endanger the national security. 

“Mr. Cartson. That is correct. 

“Mr. DANIEL, Since the same official was on the Cabinet Committee—as a matter 
of fact, he was Chairman of the Committee, was he not? 

“Mr. CARLSON. He was. 

“Mr. DANIEL. Since he was on that Committee, and since his Committee has 
already made one investigation and report as to a ratio of oil imports which 
would endanger the national security, is it the understanding of the Senator from 
Kansas that that official already has sufficient information to report to the Presi- 
dent, and to justify action by the President under this amendment? 

“Mr. Carson. Not only is it my understanding but it is most reasonable that 
should do so, and I so stated earlier in my remarks. 

“Mr. DANIEL. In other words, there would be necessity now to make a further 
examination of the evidence, insofar as oil is concerned. If it continues to 
exceed the danger point there is no need for a new investigation. 

“Mr. Cartson. That is correct. 

“Mr. Danret. I thank the Senator from Kansas.” 

Subsequent to the enactment of the Trade Agreements Hxtension Act of 1955 
numerous Members of Congress have made statements which clearly show that the 
intent of the defense amendment, as applied to oil, was to provide statutory au- 
thority in the President to keep petroleum imports within the 1954 relationship. 

On July 30, 1955, 26 Members of the Senate * addressed a letter to the Director 
of the Office of Defense Mobilization which unmistakably reflects the intent of 
Congress with respect to the defense amendment. This letter read in part as 
follows: 

“As you know, the 1955 extension of the Trade Agreements Act contains a new 
provision commonly referred to as the “national defense amendment” authoriz- 
ing the President to take such action as he deems necessary to adjust imports of 
any commodity when such imports threaten to impair the national security. 
Responsibility for initiating such action under that provision of the law rests 
with your office. 

“In adopting the national defense amendment one of the principal factors con- 
sidered by the Congress was the problem created by the large and increasing 
importation of foreign oil into the United States. In this connection the Con- 
gress gave particular attention to the findings of the Cabinet Committee, that in 
the interest of national defense oil imports should not exceed significantly the 
ratio that these imports bore to the production of domestic crude oil in 1954. 

“The legislative record of the Trade Agreements Extension Act in the Senate 
Finance Committee and in the Senate itself shows that the new provision of the 
act was adopted in the light of assurances that the executive branch of the Gov- 
ernment would take action under this new authority to assure that oil imports 
would not exceed the levels recommended by the special Cabinet Committee. In 
the case of oil imports, therefore, the executive and legislative branches of Gov- 
ernment are in agreement, without the need for further study, as to specific stand- 
ards to be applied in implementing the policy contained in the national defense 
amendment.” 

More recently, on July 27, 1956, 31 Members of the Senate? addressed a letter 


1 Allott (Colorado), Anderson (New Mexico), Barrett (Wyoming), Bender (Ohio), Bible 
(Nevada), Capehart (Indiana), Case (South Dakota), Chavez (New Mexico), Curtis 

Nebraska), Daniel (Texas), Dirksen (Illinois), Goldwater (Arizona), Jenner (Indiana), 

err (Oklahoma), Kilgore (West Virginia), Langer (North Dakota), Long (Louisiana), 
Mansfield (Montana), Martin (Pennsylvania), Monroney (Oklahoma), Neely (West Vir- 
ginia), O'Mahoney (Wyoming), Schoeppel (Kansas), Scott (North Carolina), Welker 
(Idaho), and Young (North Dakota). 

2 Allott (Colorado), Anderson (New Mexico), Barrett (Wyoming), Beall (Maryland), 
Bible (Nevada), Capehart (Indiana), Carlson ees Case (South Dakota), Chavez 
(New Mexico), Clements (Kentucky), Curtis (Nebraska), Daniel (Texas), Dirksen (Illinois), 
Ellender (Louisiana), Goldwater (Arizona), Humphreys (Kentucky), Jenner (Indiana), 
Kerr (Oklahoma), Laird (West Virginia), Langer (North Dakota), Long (Louisiana), 
Martin (Pennsylvania), Mansfield (Montana), Monroney (Oklahoma), Murray (Montana), 
McClellan (Arkansas), Neely (West Virginia), Schoeppel (Kansas), Scott (North Carolina), 
Welker (Idaho), Young (North Dakota). 





CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 365 


to the Director of the Office of Defense Mobilization further making unmistak- 
ably clear that the intent of Congress in adopting the defense amendment was 
that petroleum imports should not be permitted to exceed the 1954 relationship 
in order to protect the national security. In this letter it was stated as follows: 

“In a letter to you on July 30, 1955, signed by several Members of the Senate, 
it was pointed out that section 7 of the Trade Agreements Extension Act of 1955 
was adopted in the light of assurances that the executive branch of the Govern- 
ment would take action under this authority to assure that oil imports would 
not exceed the 1954 relationship to domestic production. Responsibility for 
initiating such action has rested with your office. 

“It is our understanding that oil imports have continuously exceeded the 1954 
ratio to domestic production, and that these excesses have been increasing despite 
the efforts by your office during the past year to obtain a voluntary restraint on 
these imports through a number of appeals to the importing companies. It is 
our further understanding that the future programs of these companies, as 
submitted to the Texas Railroad Commission, show greater excesses in scheduled 
imports at a time when domestic production is being curtailed. In short, no 
evidence is available to us that oil imports have been, or are being, restricted 
within the limits determined to be necessary in the interest of national defense. 

“In view of this situation, we are concerned with regard to your letters of 
May 11 and June 26, 1956, to the importing companies. Analysis of these letters 
indicates that you are now excluding from any restriction, or approving at 
increased levels, about three-fourths of the total volume of crude oil and refined 
products imports as currently scheduled. The voluntary restraints requested 
in your letters apply to a relatively small portion of the increasing imports and 
would seem to delay a restriction of imports within the standard recognized by 
the Senate in amending the trade-agreements law. Your plans to reexamine this 
basic standard indicate a further delay in accomplishing such restriction. 

“As Senators interested in assuring that oil imports do not impair the neces- 
sary developments of domestic fuel resources, we would appreciate any further 
advice or information you can furnish us as to this matter, including whatever 
assurances you can give us that action will be taken to carry out the intent 
of the defense amendment to hold oil imports to the 1954 relationship.” 

The intent of the United States House of Representatives is equally clear. 
The defense amendment was adopted in the Senate in lieu of several proposals to 
limit petroleum imports to 10 percent of domestic consumption. Similar pro- 
posals were at that time pending also in the House. Since the defense amendment 
was incorporated by the Senate, it was necessary that this bill, in its amended 
form, be approved by the House before it became law. In so doing the House 
of Representatives accepted the purposes and objectives of the defense amendment 
as intended by the Senate. 

The following subsequent statements by Members of the House of Repre- 
sentatives further makes it unmistakably clear that it was the intent of the 
House in adopting the defense amendment that petroleum imports should be 
limited to the 1954 relationship. 


Congressman John Jarman (Oklahoma) 
Congressional Record, June 12, 1956: 


“Mr. JARMAN. * * * In adopting this amendment what yardstick did the Con- 
gress expect would be employed in dealing with the oil-import problem? It was 
made imminently clear, Mr. Speaker, that the Congress expected—and in fact had 
assurances—that the Cabinet Committee formula, holding imports to their 1954 
relationship to domestic production, would be the criterion for effectuating this 
amendment.” 

Following the speech by Congressman Jarman, which included the above state- 
ment, several Members of the House made comments which clearly show that 
they agree with Congressman Jarman concerning the intent of Congress in adopt- 
ing the defense amendment. 

; Excerpts from these comments, Congressional Record, June 12, 1956, are as 
ollows : 


Congressman Page Belcher (Oklahoma) 


“Mr. BetcHer. * * * I want to commend the gentleman on his statement and 
join with him in his remarks.” 


Congressman George H. Mahon (Tezras) 


“Mr. Manon, * * * IT have gone along with the theory it would be best to avoid 
further legislation if adequate results can be achieved otherwise. I think the 
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administration has all the power it needs to cope with the situation, and I am 
sure the gentleman agrees. The percentage of oil of foreign origin which we 
are using has sharply increased. It has reached the danger point for the United 
States.” 


Congressman Edgar W. Hiestand (California) 


“Mr. HigesTanpD. I would like to state that I have carefully studied the gen- 
tleman’s statement. It should be called a study because it is very effective. It 
is commended to all of those interested in the oil industry, it is commended 
especially to the members of the Department and the Office of Defense Mobiliza- 
tion for careful study. It depicts a serious situation.” 


Congressman Carl Albert (Oklahoma) 


“Mr. ALBERT. Mr. Speaker, I desire to avail myself of this opportunity to com- 
pliment my colleage on his fine statement. 
oo = * & a = a” 


“Increasing imports are hurting the oil industry in this country, and the 
time has come when specific legislative restrictions on imports or quotas should 
be imposed by law. Again I want to commend my friend for his statement.” 


Congressman Omar Burleson (Texas) 


“Mr. BURLESON. * * * I am sure the gentleman agrees that in the Trade Agree- 
ments Act passed in 1955, it was the clear intent of the Congress that all im- 
ports should be held to the 1954 level.” 


Congressman Frank Ikard (Tezas) 


“Mr. IkARD. * * * IT was very happy to see the gentleman so clearly point out 
in his remarks what was, without question, the intent of this Congress last year 
when we passed H. R. 1, the Reciprocal Trade Act, the so-called nationaldlefense 
amendments, which were designed to take care of this situation and without any 
shadow of doubt, according to the record before the committees and on the floor 
of the Congress, the intention of Congress was clearly expressed.” 

More recently in a statement in the Congressional Record, July 5, 1956, page 
A5584, Congressman Charles W. Vursell (Illinois) said: 

“Mr. VURSELL. * * * We continued our fight against excessive imports in the 
Congress until in 1955 the President appointed a Cabinet-level committee, 
headed by Dr. Flemming, Director of the Office of Defense Mobilization, to study 
energy supplies and resources including oil. That committee, after making a 
thorough study, rendered a decision that in the future the proportion of oil 
imports to domestic production be held at the 1954 level. Since that time, Dr. 
Flemming, acting for the executive department, and the Congress have been 
making every effort to get the seven major oil importing oil companies to volun- 
tarily reduce their imports and comply with the expressed will of the Congress 
and the executive department. 

* * oe + * t 


“Unless voluntary compliance is met which will result in the proportion of oil 
imports to domestic production being held at the 1954 level, as recommended by 
the President’s Cabinet Committee at the close of their study, I shall join with 
other Members of the Congress in introducing and supporting legislation which 
I predict will be passed by the Congress in the next session to accomplish this.” 

On July 27, 1956, Congressman Frank Ikard (Texas), Congressional Record, 
July 27, 1956, page 13860, made the following statement : 

“Mr. Ikarp. * * * The defense amendment, as applied to oil, was made clear 
during the congressional debate. The legislative history clearly shows that it 
was the intent of Congress that oil imports should be limited to the 1954 relation- 
ship. The legislative history is clear that with respect to oil imports, the Con- 
gress determine that imports in excess of the 1954 relationship would threaten to 
impair the national security.” 


Senators Neely and Carlson 


On July 27, 1956, Senator Matthew M. Neely, West Virginia, and Senator Frank 
Carlson, Kansas, discussed the intent of Congress in adopting the defense amend- 
ment. The following excerpts are from the Congressional Record, July 27, 1956, 
pages 13705, 18706, and 13707: 

“Mr. NEELY. * * * While House bill No. 1, to extend the authority of the Presi- 
dent to enter into reciprocal trade agreements, was before the Senate or its 
Committee on Finance in the spring of 1955, I offered an amendment to the bill 
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to restrict petroleum imports into the United States to 10 percent of the domestic 
petroleum demand for the corresponding quarter of the previous year. 

“When the bill and the proposed amendments reached the floor of the Senate 
in May 1955, the bill was passed but my amendment, which was supported by 38 
Members of this body on a rising vote, was defeated, upon assurances from 
spokesmen or friends of the administration that if voluntary action by the 
petroleum industry should prove ineffectual the President would take immediate 
action to restrict imports to the 1954 level. 


* ok * * * x * 


“The solemn pledges of immediate and decisive action by the President were 
given in support of a substitute amendment to the bill mentioned which gave 
the President specific authority to impose and enforce limitations upon oil 
imports. That substitute amendment was accepted by the Senate and became 
a part of House bill No. 1. 

“No one can read the debate on that substitute amendment particularly the 
statements of friends and spokesmen of the administration without reaching the 
conclusion that it was not merely permissive but directive. Certainly not even 
the most vigorous advocate of unlimited oil imports can or will deny that it was 
the purpose of the Congress to place drastic restraints upon this flood of foreign 
oil. 

“The positive assurances that the President would act immediately to keep 
oil imports at their 1954 levels were given to the Senate by two of the most illus- 
trious Republican Members of this body, the Senator from Kansas [Mr. Carl- 
son] and the Senator from Colorado [Mr. Millikin]. 

a * * oS * a * 


“Mr. Cartson. I do not want to break into the excellent statement the Senator 
is making. It is a statement which should be made. I was one of the co- 
sponsors of Resolution No. 1, which would have limited the importations of 
oil to 10 percent. I think it can be very definitely stated that the Senate Finance 
Committee, which considered that proposal, decided that if we could work out 
a program of voluntary reduction of imports, to keep it within the 16.6 percent 
of the 1954 domestic production, it would be much better than to tie the hands 
of the administration by enacting restrictive legislation. 

“I share the views of the Senator from West Virginia. I want to commend 
him for calling this matter to the attention of the Senate. We are now import- 
ing oil to the extent of approximately 20 percent of domestic production. I can 
assure the Senator that when I made the statement that he was quoted, I had 
assurance then and still contend they will be carried out. There is no doubt in 
my mind as to the intent of the Senate Finance Committee, and the United 
States Senate felt that oil imports would be held to the 16.6 percent level as recom- 
mended by the Presidential Commission on Energy Supplies and Resources Policy. 
I say to the Senator I still stand on that statement. 

* > * + a . « 


“T call that to the attention of the Senator from West Virginia and to the Sen- 
ate for the reason that I am in full accord that if this does not result in limiting 
imports to 16.6 percent of domestic production, on which we had an agreement, 
I shall in the next session be urging legislation that will restrict imports by legis- 
lative or congressional enactment. Again, in view of my commitment to the 
Senate, that if oil imports are not voluntarily limited, I will press for enact- 
ment of legislation that will limit these imports. 


Mr. Jones. The following statements from the Senate debate illus- 
trate the clarity of congressional intent in regard to petroleum: 


Mr. Mrtirk1n. The committee heard such evidence. 

Mr. Dante. Does the Senator from Colorado remember any evidence to the 
contrary? 

Mr. MILurkKrn. I do not. 

Mr. CaRLson. * * * as a member of the Finance Committee, I supported this 
proposal as a substitute for various amendments providing limitations upon the 
importation of specific commodities, one of which amendments was the one 
which I had supported in regard to petroleum. I supported the proposal 
adopted by the committee because I was assured by those in the administration 
responsible for the adminstration of the trade-agreements program that if such 
amendment were adopted by the committee and by Congress action would im- 
mediately follow, and that imports of petroleum and its products would be 
definitely restricted. 
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I was further assured that such restriction would be based upon the study pre- 
viously made, to which reference was made by the committee; that the basis of 
the limitation would be in accordance with the recommendation of that study. 
This study indicated the necessity of limiting imports of petroleum and its 
products to an amount and in the relative position of the imports of petroleum 
in 1954 as related to domestic production of crude oil in 1954. 

I was further assured that the Director of Defense Mobilization would take 
the action indicated as necessary to adjust imports of petroleum and its products 
to the level and relationship of 1954. 

oo * * x x & ~ 

There can be no doubt in my mind as to the intent of the committee, nor, do 
I believe, as to the intent of the Senate in regard to limiting the oil imports to 
the average daily imports of the year 1954, based on the report of the President’s 
Commission on Energy Supplies and Resources Policy. 


Thus, once again through the enactment of the national security 
amendment the Congress has taken steps to assure that domestic in- 
dustry will not be injured from excessive imports. It is now appro- 
priate to examine the results of the law as a means of determining its 
adequacy and the advisability or need for further legislation. 

The national security amendment delegates to the executive branch 
of government-wide discretionary authority to prevent the national 
security from being threatened or impaired. In carrying out the re- 
sponsibility of the executive branch under this amendment the Di- 
rector of the Office of Defense Mobilization has, since its enactment, 
repeatedly recognized that oil imports continue to threaten the na- 
tional security: and he has also repeatedly sought a restraint on oil 
imports through a series of letters to the importing companies to vol- 
untarily reduce their individual company import programs. In the 
Director’s latest letter dated September 7, 1956, copy attached as ap- 
pendix II, he expressed disappointment as to the results of the efforts 
to restrain imports by voluntary action. 

(Appendix IT is as follows :) 


[Press release No. 531, September 7, 1956] 
EXECUTIVE OFFICE OF THE PRESIDENT, OFFICE OF DEFENSF MosiILizATION 
Washington, D. C. 


Arthur 8S. Flemming, Director of Defense Mobilization, released today the fol- 
lowing letter which has been sent to oil importers: 

“We have just completed a study of the reports filed with this agency by the 
oil importers for the month of July. This is the first report that (1) fully reflects 
the response to my letter of June 26, 1956, and that (2) provides ts with a 
picture of the plans of the importing companies for the fourth quarter of 1956. 
You will recall that in my letter of June 26, 1956, there was included the follow- 
ing paragraph: 

“*The Committee has concluded with respect to oil other than that of Canadian 
and Venezuelan origin, that the importers of crude oil for use in districts 1 
through 4 should reduce their daily average planned imports of crude oil for 
the third quarter of this year to a level 4 percent below the average daily level 
of actual imports for the first 6 months of this year if a substantial con- 
formity with the recommendation made by the Advisory Committee in February 
1955 is to be achieved.’ 

“If this recommendation had been followed, the planned level of imports would 
have been reduced by approximately 90,000 barrels daily below the figures that 
were presented to us in the reports for May 1956. The reports for July show 
that actually the planned imports for the third quarter have been reduced be- 
low the plans as reflected in the reports for May 1956 by only 33,000 barrels 
daily. 

“In addition, the July 1956 reports reflect the fact that imports for the fourth 
quarter will remain at approximately the same level as the imports for the third 
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quarter. This means that unless changes are made in present plans the im- 
ports for the last 6 months of 1956 will be considerably in excess of the first 6 
months instead of being 4 percent below that figure. 

“I would be less than frank if I did not say that this is a disappointing result. 
In view of the importance of this matter, we felt that we would obtain a better 
overall response than we have received by appealing for action on an individual 
voluntary basis. In making this statement I desire, at the same time, to express 
our deep appreciation over the fact that most of the importing companies have 
made adjustments in line with our recommendations. 

“As you know, a formal petition has been filed with me urging that I make a 
recommendation to the President under section 7 of the Trade Agreements Act. 
A hearing on this petition will be held early in October. Prior to the hearing, 
the Presidential Advisory Committee on Energy Supplies and Resources Policy 
will confer with the task force and determine what changes, if any, should be 
made in the recommendation it made in February 1955. 

“Failure of a few companies to make the adjustments recommended in my 
letter of June 26, 1956, cannot help but be an important factor in deciding how 
the petition that has been filed with this office should be handled. I hope that 
the reports filed in September will reflect a different picture. 

“Sincerely yours, 
“ArtHur S. FLEMMING, Director.” 

Mr. Jones. Despite the earnest and continuous efforts of the Di- 
rector of the Office of Defense Mobilization to restrict imports, through 
voluntary action on the gah of importing companies, the record shows 
that petroleum imports have continued to increasingly exceed the 1954 
relationship which was the standard recommended by the Cabinet 
Committee and recognized by the Congress as being the maximum 
level in the interest of national security. 

The domestic petroleum industry has supported these efforts of the 
Director of ODM. In view of the continuing excess of imports, how- 
ever, our association, together with the 18 other associations for which 
I am appearing today, recently filed a petition with the ODM seeking 
formal governmental action to restrict imports under the authority of 
the national security amendment. 

Oil import outlook and adverse effects to be expected : The outlook is 
for increasing imports unless action is taken as provided by the law. 
During the last half of this year, indications are that imports will equal 
about 22 percent of domestic production. 

This is a disturbing outlook. As imports absorb a larger and larger 
share of the domestic market, the industry is weakened in its ability to 
explore for and develop needed reserves if the national security is to be 
fully protected. The effect of a continuation of increasing imports 
upon the domestic industry: and the national security is a matter which, 
of course, is of primary interest to the Congress. 

Mr. Boges. May I interrupt you there? 

Mr. Jones. Yes, sir. 

Mr. Boages. Has the IPA participated in these talks with respect to 
the developments at Suez? 

Mr. Jonzs. No, sir. 

Mr. Boges. That of course could greatly alter this picture, could it 
not? 

Mr. Jones. I beg your pardon? 

Mr. Boggs. I say, that could greatly alter this whole picture? 

Mr. Jones. Very well; yes, sir. 

The adverse effects of excessive imports are already in evidence. 

The largest part of the oil being produced today was found more 
than 10 years ago at relatively low costs. The initial exploration, 
acquisition of leases, drilling of wildcat wells, and subsequent develop- 
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ment drilling involved in finding and developing new oilfields cover a 
period of 5 to 10 years. Increasing imports of surplus foreign oil 
retard these activities by restricting the domestic industry’s market 
and price, thereby limiting both the funds and incentives for domestic 
exploration and development. 

Because of the long-range nature of the oil-producing business, the 
full impact of increasing imports is not yet evident. It can be illus- 
trated, aoneh; in the following manner: 

The producing wells in operation in this country in 1946 had a daily 
productive capacity of about 5 million barrels. Today, those same 
wells have a capacity of about 214 million barrels, because of the de- 

letion of reserves and natural decline in productivity. If there had 
fie no exploration and drilling in the postwar years the domestic in- 
dustry would now be able to produce only about 21% million barrels a 
day, less than a third of our total current demands. 

This illustrates the necessity of a continued and vigorous explora- 
tory and development program if we are to maintain our security as 
tooil. In order to generate the income and permit the reinvestment re- 
quired for this continued expansion, the industry must have two vital 
essentials (1) expanding market and (2) adequate prices for crude 
oil. 

The history of the industry shows that 60 percent of our gross in- 
come from the sale of crude oil and natural gas is reinvested in explora- 
tory and development effort. 

It follows, therefore, that as imports absorb a larger and larger 
portion of the domestic market, the industry’s income is reduced pro- 
portionately and likewise its ability to explore for and develop new 
reserves is reduced. 

In addition, imports have additional adverse effects upon the price 
structure of the industry thereby further reducing its ability to expand 
the petroleum reserves of the Nation. 

Evidence of the deterioration in domestic crude-oil prices particu- 
larly in recent months is shown by the following reductions in posted 
prices: 





Price re- Price re- 
Date Area duction Date Area duction 
(per (per 
barrel) barre!) 
1955 1956 

Mar. 15..| Indiana-Illinois Basin ----.--- $0.05 || June 12__} Illinois, Indiana, Kentucky... $0.10 
SN 53 FIG i ainien cccattteneceannn -15 |} July 1._..] Michigan.__......_......__.. . 04 
July 16_..| West central Texas_......... .07 
1956 | Aug. 8._.| Texas Panhandle __..._...._ .07 
June 1...| Wyoming sweet crude......- -07 |} Aug. 9...| Southern Oklahoma..__..__- .10 


This shows that instead of realizing a needed increase in the price 
of crude oil so as to meet increasing costs and to increase the indus- 
try’s ability to develop more reserves, we are actually experiencing 
price reductions. 

The need for increased income from expanding markets and a bet- 
ter price structure is made obvious from the fact that the industry has 
not had a general price increase since June 1953 when crude oil prices 
were increased by a nominal 9 percent. That was the first increase 
since December of 1947. Since this relatively small increase, the do- 
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mestic industry has absorbed four rounds of increase in both wages 
and basic steel prices. The recent increase in steel prices alone has re- 
sulted in substantial price increases in oil country tubular. 

A further illustration of the hardships imposed upon the industry 
through excessive oil imports is provided by an examination of the 
shut-in producing capacity of the industry. Throughout the 30 oil- 
producing States, there are more than 500,000 wells now producing 
almost 8 million barrels of petroleum liquids each day. These wells 
are capable of producing an additional 1,500,000 to 2 million barrels 
of petroleum liquids daily within the limits of sound conservation and 
engineering principles. This means that the industry is in effect 
carrying, because of a lack of market. outlets, an inventory or stock- 
pile equivalent to about one-fourth of its daily capacity. 

Warning signs of real deterioration are becoming more obvious. 
The downward trend in the number of active exploration crews, that 
started in 1954, has continued which points to less drilling and less 
oil in the future. Higher costs and inadequate prices are reflected 
in oil-well abandonments which, for example, have increased since 
1954 by 40 percent in Kansas, by 43 percent in Oklahoma and by 49 
percent in Texas. Drilling activity within the United States during 
the past 3 years has been inadequate to find and develop new re- 
serves in keeping with the increase in oil requirements and United 
States proved reserves have failed to keep pace with the United 
States oil demands during the past 2 years. These unhealthy con- 
ditions will be aggravated unless imports are restricted to proper 
levels, 

Under the Constitution, the Congress is responsible for foreign 
trade and the national security. Oil imports involve both. 

Our national policy on petroleum trade, therefore, directly affects 
national security. At a time when we are spending billions of dol- 
lars annually on security, it obviously would be unwise to have a 
policy on petroleum trade which would make our entire military 
machine dependent upon unsure supply of oil. Yet, increasing jm- 
ports lead to such dependency. 

The nationalization and shutdown of oil production in Iran several 
years ago, and the present threat of interrupted oil supplies result- 
ing from the Suez crisis, demonstrate the danger of dependency 
on foreign sources and the vital importance of ample oid supplies 
within the United States. 

If we continue the policy of increasing imports and thereby become 
dependent upon foreign sources, then in time of war our enemy could 
render us helpless by instigating another Iranian shutdown or Suez 
crisis. 

The matter of relative cost between domestic and foreign oil is of 
little importance when related to national security and the vast amount 
of moneys being spent for defense. But even in regard to costs, it 
should be kept in mind that while foreign oil may appear attractive 
at first glance in terms of costs, it must be recognized that dependen- 
cy on oil from foreign sources would expose us to the hazard of ex- 
orbitant demands at the very time we might need the supply most. 
This hazard is important to the consumer in peacetime as well as to 
our national security. In addition, if we should become dependent 
upon foreign oil, there would be many hidden costs such as would 
be involved in maintaining a naval fleet adequate to protect the long 
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tanker routes from these sources. Such expenditures would be in- 
direct but real and they would constitute actual costs to the consumer 
and to the American taxpayer. That cannot be disregarded. 

Considering these factors, it would seem that the American system 
of competitive enterprise is still the most reliable system for assuring 
reasonable costs together with adequate supplies whenever needed. 

We feel that the study being made by the Subcommittee is most time- 
ly and constructive. We greatly appreciate the opportunity of pre- 
senting our views. 

Mr. Boces. We appreciate your testifying. Do you have any ques- 
tions, Mr. Martin? 

Mr. E. Martin. Mr. Jones, you have given us information that in the 
past 15 or 20 years imports have increased considerably and exports 
have decreased considerably, but you have given us no indication about 
the trend of the domestic production in that period. Do you not 
think the record should be supplemented, to put that in? 

Mr. Jones. It could be. Of course, the domestic production has 
gone up substantially. I endeavored to show the relationship of im- 
ports to production. 

Mr. E. Martin. We could arithmetic the thing back. It would help 
if you would put the figures in the record. 

r. Jones. Imports as related to production have increased from 5 
percent prewar to 22 percent at the present time. 

Mr. E. Martin. We understand that. We would like to know what 
the actual production has been in barrels and not in terms of per- 
centages. You can put that in the record. I do not insist on your 
delaying the hearing to look it up. 

Mr. Jones. How far back? 

Mr. E. Martin. For the same period you cover the imports and 
exports. 

Mr. Jones. Since 1935; yes, sir. I might say that production has 
gone up roughly 2 to 3 times since before the war. 

Mr. E. Martrn. Production has increased three times ? 

Mr. Jones. It is between 2 and 3 times what it was before the war. 

(Mr. Jones later submitted the following information: ) 


United States Crude Oil Production 


(Barrels daily) (Barrels daily) 
UN isi since ns alg ales S, 207, OG) | 1068... SSIS elu is 6, 458, 000 
1040-46 closes baa stcc 4; 1240004 2064 fo eo i lcact a cei 6, 342, 000 
Bl iin ecneeneeeretane ey I I ic 6, 807, 000 
TA ie ceiiccdiminativanin se Ny Seen GI 1 I a cecetaerre sel cso Beate tas a Meeks 17, 118, 000 


1 Estimate released by U. S. Bureau of Mines, Sept. 6, 1956. 
Source: U. 8S. Bureau of Mines. 


Mr. E. Martin. You speak of the evidence of dumping, for Middle 
Fast oil in the United States. Did your industry file a complaint with 
the Treasury Department asking them to investigate it under the 
Antidumping Act? 

Mr. Jones. Did we? 

Mr. E. Martrn. Did you? 

Mr. Jones. No, sir. 

Mr. E. Martin. Why not? 

Mr Jones. As I understand the law, the Treasury Department does 
not necessarily need a position. We endeavor to bring those facts 
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out. We presented them to Congress. At the time we had a few 
other projects and may have been remiss in not doing so. As I under- 
stand the law, the Treasury has a responsibility for following such 
developments. 

Mr. E. Martin. The Tariff Commission has the responsibility of 
investigating injury from trade-agreement concessions on its own 
initiative, but that did not stop you from filing your application 
there. 

Do you think the President’s action in reducing the import excise 
tax on petroleum was illegal ? 

Mr. Jones. Yes, sir; contrary to the very clear intent of Congress 
at the time. 

Mr. E. Martin. I did not mean to ask you about the intent of the 
individual legislators. I meant to ask whether you thought it was 
contrary to the law passed; not what they may have had in their 
minds. 

Mr. Jones. As I see it, they are the same thing. The law and con- 
gressional intent are the same. Sometimes there is an argument as to 
what the intent is, but the law and the intent are the same. 

Mr. E. Martin. You think the action of the President was illegal 

Mr. Jones. Yes, sir. 

Mr. E. Martin. Contrary to law? 

Mr. Jones. Yes, sir. 

Mr. E. Martin. Have you taken any steps to get a legal challenge 
in the courts to that? 

Mr. Jonegs. No, sir. 

Mr. E. Martin. Have you considered the possible use of section 
516 (b) of the Tariff Act to achieve a legal test on that? 

Mr. Jones. Well, it was one of those things, sir, where every time 
this issue came up they crowded in just a little bit and gave assurances 
that they would not go any further. That is exactly what happened 
in 1940 when the act was up for extension. Great concern was evi- 
denced as to the fact that they had in 1939 reduced the taxes on petro- 
leum under the Venezuelan agreement. Assurances were made that 
under the escape clause of the Venezuelan trade agreement and under 
the administration of the law, the industry would not be permitted to 
be injured. 

It was one of those situations where you are not sure whether you 
should take the matter to court or rely upon the assurances you have. 

Mr. E. Martin. Of course, the injury test involves a considerable 
amount of human judgment, whereas the legal test is supposed to be 
black and white if you go into court. 

Mr. Jones. Yes, sir. 

Mr. E. Martin. I am not stirring up litigation. I just wondered 
what steps you had taken to protect your rights. 

Is it true, Mr. Jones, that the producing rigs have more or less con- 
tinually increased over recent years? 

Mr. Jonzs. The producing rate? 

Mr. E. Martin. Rigs, or wells; the number of wells in production. 

Mr. Jones. Yes, sir. You mean the total production in the United 
States, of oil ? 

Mr. E: Martin. Yes; in the United States, of course. 
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Mr. Jones. Yes, sir; it has continued to increase year after year. 
That is the history of our industry. Each year we have to produce 
more to meet increasing demands. 

Mr. E. Martin. Most of the statistical bases increase year after 
year; reserves, wells, production—I do not know about prices; I do 
not want to get into that. 

Mr. Jones. You are correct; yes, sir; as to all those factors. As I 

say, our industry, unlike most other large industries, year after year 
has to find and produce more oil to meet the demands. 

Mr. Boages. Mr. Morrison ? 

Mr. Morrison. Do you think that the history of the industry would 
be consistent with the finding of serious injury ; that that history would 
provide the basis for the finding of serious injury? 

Mr. Jones. I think there is no een but what there is serious 
injury now. The President’s Cabinet Committee in 1955 recom- 
mended that imports be held to the 1954 relationship or otherwise the 
national security would be injured. 

Then, as I have presented here, Congress following that recommen- 
dation passed the national security amendment; and, with regard to 
oil, likewise intended that imports be held to the 1954 relationship 
in order to avoid injuring the national security. So I think we have 
two bodies of judgment there which I would not want to contest on 
that question. 

Mr. Morrison. As I understand it from your own statement, that 
was based on a finding as to what the national security required and 
not as to whether the industry was seriously injured. 

Mr. Jonus. That is correct. That is based purely on national 
security. 

Mr. Morrison. Would you eth i that the ratio of imports to do- 
mestic production and the fact that it was increasing could be the sole 
basis for a finding of serious injury ? 

Mr. Jones. Economic injury, you are speaking of? 

Mr. Morrison. “Injury of the industry” is the terminology. 

Mr. Jones. Well, sir, as long as an industry is growing like ours has, 
even though it is not growing as fast as it Bos to keep up with re- 
quirements of that industry, some will argue you are not being injured. 
We of course think our domestic industry should be permitted to grow 
so that at all times it will be able to supply the needs of our country. 
Any time it is not permitted to grow in that pattern then it is being 
injured. That is our conception of injury. 

As I say, others might argue with our position that even though you 
are growing but not growing fast enough, you are being injured. 

Mr. Morrison. What I was asking is: Do you think your interpre- 
tation of serious injury is in accord with the intent of the law in rela- 
tion to escape-clause procedure ? 

Mr. Jonss. In the escape clause ? 

Mr. Morrison. Yes. 

Mr. Jones. I am not sure, under the escape clause. Under the na- 
tional-security amendment, of course, clearly yes. That is the latest 
amendment of the trade-agreements law. 

Mr. Morrison. Do you think the profitability of the industry as 
affected by the tax feature that has attracted so much publicity would 
have anything to do with the measurement of serious injury of the 
industry ? 
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Mr. Jones. I would not think so; no, sir. Certainly not in regard 
to national security. 

Mr. Morrison. On this antidumping proceeding, or at least the 
consideration given to the dumping question by the Treasury, that 
would involve not only a question of the price but also of whether the 
domestic industry was seriously injured or not, would it not—with 
respect to application of antidumping duties ? 

Mr. Jones. Yes. The reason we raised the point at that time was 
that we felt imports were seriously injuring our domestic industry. 

Mr. Morrison. What I mean is that you recognize it is not only 
a determination of the fact as to the price that would be relevant to 
such action by the President. 

That is all. 

Mr. Boaes. Thank you very much. 

Mr. Jones. Thank you, Mr. Chairman. 

Mr. Boces. Mr. Brinkley? Mr. Brinkley, how long is your state- 
ment ? 

Mr. Brinxtey. About 30 minutes. 

Mr. Boces. Thirty minutes ? 

Mr. Brrnxtey. Yes, sir. 

Mr. Boges. I think maybe we had better come back at 2 o’clock. 

Mr. Brrnxiey. Yes, sir. 

(Thereupon, at 11:55 a. m., Thursday, September 20, 1956, a recess 
was taken until 2 p. m. of the same day.) 


AFTERNOON SESSION 
Mr. Boees. Mr. Brinkley. 


STATEMENT OF HOMER L. BRINKLEY, EXECUTIVE VICE PRESI- 
DENT, NATIONAL COUNCIL OF FARMER COOPERATIVES 


Mr. Brinxiey. Mr. Chairman and members of the committee, my 
name is Homer L. Brinkley, and I am executive vice president of the 
National Council of Farmer Cooperatives with headquarters at Wash- 
ington, D. C. 

I appreciate very much this opportunity to discuss with you what 
we regard today as being a very important problem. 

The National Councif of Farmer Cooperatives is a conference body 
of farmer owned and operated associations which market products for 
their farmer members and which purchase farm production supplies 
for their farmer members. These member associations serve some 2.8 
million farmer members of 48 States and Puerto Rico. 

Agriculture and national security: Foreign trade questions raised 
in this hearing are related to the foreign economic policy, the main 
thread in the national-security program of the United States and can- 
not be isolated therefrom. The national-security program is both 
military and economic in broad terms, including the international 
politics incident thereto. The soundness of the foreign and domestic 
agricultural base is an essential factor in the American national secu- 
rity and in maintaining the balance in the domestic and international 
economy, which is the core of the American foreign economic policy on 
which predominantly our future national economy is now predicated. 
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Trade between industrial and primary areas: The statements on 
foreign trade policy of some of our domestic international trade groups 
fall into the continental rut, and interpret foreign trade to mean im- 
port of increased quantities of raw materials, including agricultural 
products, in order to furnish more dollar exchange for American ex- 
port of an increased volume of our finished manufactured products, 
mostly from the mass production goods industries. Increase of foreign 
investments is interpreted in terms of accelerated development of 
foreign raw materials resources, then to be brought here for processing 
by American industry, for redistribution as finished manufactured 
products to foreign as well as domestic markets. Expansion of foreign 
markets for our mass-production goods is contemplated because, for 
many of these products, the cream has been or will be skimmed off 
the domestic market except for replacement sales. This is a Victorian 
concept of domestic and international economics which defeated itself 
in World Wars I and II, and all but obliterated some of the great 
economic empires of the world. 

Areas in widely different stages of economic development and pur- 
chasing power cannot trade freely with equitable economic results to 
each. Trade between highly developed, prosperous areas will flour- 
ish to the benefit of each without nursing or restrictions. Artificially 
propped up trade between highly developed economic areas and pri- 
mary producing areas will drain the latter of their purchasing pow- 
er long before their own production and consumption are satisfied. 
During periods of sata unrestricted trade, highly developed eco- 
nomic areas become relatively richer in goods and foreign exchange, 
and raw materials producing areas remain relatively poorer. An eco- 
nomic relationship erected on such an unbalance of production will 
wreck itself sooner or later on the economic and political strains there- 
by created. Check the world economic empires which have cracked 
up on the principle of overindustrialized areas exploiting other areas 
producing primary products. The “dollar shortage” of an individual, 
a domestic area, or an international area is a measure of the difference 
between purchasing power, or value of its production, and its needs 
for outside jobs and services (plus in sictoss practice at the national 
level amounts held back for bank reserves and for Government fi- 
nancing). As a matter of fact, our dollars are in demand to clear 
balances between many countries, where the transactions are not di- 
rectly concerned with American trade; and to build bank balances and 
government reserves, so that many dollars paid out for American 
imports are not made available to purchase American exports because 
they are held out for these other purposes. 

Purchasing power and restrictions: The relative purchasing power 
of countries predominantly producing agricultural products for ex- 
port has been declining for almost 5 years, along with the general 
worldwide trend toward decline of agricultural prices in that period. 
The same is true of the purchasing power of domestic producers of 

agricultural products. As do prudent individuals and domestic 
economic areas when income declines, foreign countries depending on 
such raw materials exports face restriction of purchases in order to 
direct their available income to purchase of food, fuel, clothing, de- 
fense items, and other primary necessities of economic and political 
life. These restrictions take the form of import quotas, exchange 
regulation and manipulation, currency inflation, import fees, etc. 
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Fifty-five percent of the people gainfully employed in the free 
world are engaged in producing raw materials, later used for process- 
ing of food, clothing, fuel, shelter, and finished manufactured goods. 
In the United States, a highly industrialized area, the producers of 
primary products are about 20 percent of the employed. In Europe, 
the western areas of which are highly industrialized and the eastern 
areas not so much so, the figure is about 50 percent employed in pro- 
ducing primary products. 

But in Africa, many areas of Latin America, and non-Communist 
Asia, the figure is 65 percent so employed in primary production. It 
ranges up to 85 percent in extreme situations. 

Underdeveloped areas: The patterns of capital creation and invest- 
ment, productivity, income, wage levels, technical knowledge, and 
standards of living in these different economic areas of the world, 
closely parallel the ratio of employment in primary production to em- 
ployment in industry. Underdeveloped areas thus define themselves 
in lacking the well integrated economic balance between production of 
raw materials, their manufacturing and processing, and their rapid 
distribution through organized trade channels for widespread con- 
sumption. A well rounded economy will automatically develop a 
large middle class of citizens with well distributed income and pur- 
chasing power. 

Our advanced economic development: Thus the areas of the world 
in an advanced state of economic development such as ours, are char- 
acterized by a high production-consumption level. This involves a 
high capital investment per employee, high production per man, high 
wages and income levels, a high savings ratio for creation, renewal, 
and expansion of capital through savings, and, of course, a relatively 
high purchasing power per individual. By high production alone we 
have validated our national currency at inflated levels. These eco- 
nomic levels are sustained in the United States by national policy in 
the field of high wages, low interest rates, savings and investment pro- 
duction, extensive public expenditures and high taxes, and price in- 
centives, including price supports for farm products. 

Foreign trade diverted by inequality: It is quite evident that the 
active purchasing power thus generated in the highly developed eco- 
nomic area pulls materials and products from the underdeveloped 
area with low purchasing power. The output of raw materials can- 
not balance alone a reverse flow of finished goods sufficient to develop 
an equally high level of production and consumption there. Actually, 
too many materials suitable for foods and fabrics needed in less well- 
balanced economies are drawn by the magnet of our high prices away 
from people in these areas which have a Jean diet and a low standard 
of living, to our people who have a fat diet and a high standard of 
living, in spite of the fact that the former areas need them more than 
we do. 

This is particularly true in our trade in agricultural products. Our 
supported prices attract many farm products which we do not need 
from countries which need them, unless we maintain means of divert- 
ing such products, excessive to our needs, away from our satisfied 
markets by increasing their consumption where produced and in other 
areas needing them. 
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Outside investment needed: Ultimately, purchasing power in un- 
derdeveloped areas can be built up through the use of additional in- 
dustrial capital and industry know-how to gain a higher output per 
individual and a wider diversity of products. Capital must be applied 
to underdeveloped or primary producing areas from outside because 
the margins of production for adequate savings do not exist internally. 
An exception is when a crisis temporarily forces raw commodity prices 
up ahead of the general rise in the price cycle. In many underde- 
veloped countries the trend to socialization and nationalization is 
fostered and encouraged by the absence of savings and capital in 
private hands, thereby accelerating a resort to governmental financing 
and control of production and distribution. 

Capital relieves dollar shortage: The flow of outside funds for 
capital investment into a backward area will relieve the dollar short- 
age and, if directed into plant construction and installation of machin- 
ery and tools, will increase the production and consumption of poten- 
tials of the workers. The effects of industrialization on trade where 
capital and know-how are supplied are more rapid than we think. 
The increasing trade between Canada and the United States is cited 
as a prime example of this fact. In Latin America manufacturing 
is up more than 300 percent over 1929 volume. They are now our 
second-best foreign-trade customers and they are demanding more 
internal economic development. 

The principle involved may also be observed in many of our for- 
merly underdeveloped areas of this country, such as the gulf coast, 
the middle Ohio Valley, and the Rocky Mountain area, where new 
industries, utilizing natural resources, local manpower and power 
potentials, have brought about a revolution in local purchasing power. 
Outside capital investments has been woefully short of needs in under- 
developed countries because of their currency exchange restrictions, 
violation of contracts, hampering taxes, history of expropriation of 
property, unsettled labor conditions, and unfavorable political climate. 

Foreign economic policy should promote outside investment: Out- 
side capital and the know-how necessary to assist economic develop- 
ment will be made available to other areas only if our foreign economic 
policy directs mutual aid toward diversification of industry and a 
balanced economy, and promotes a favorable climate through firm 
treaties of commerce, navigation, and friendship, according to the 
needs, on a quid pro quo basis. Too much of our foreign aid has gone 
to increased agricultural production which has been thrown on world 
markets to compete with our exports because the development of 
effective purchasing power to consume the additional production was 
neglected or ignored. Such treaties should direct and protect outside 
investments in correcting the fundamental problem of lack of pro- 
ductivity and purchasing power, which are the real basis of the present 
trade restrictions. 

Trade agreement policy falls short : The weaknesses of our so-called 
reciprocal trade agreement policy operating alone as it did through 
a decade and a half of increasing international political strain and 
strife—including a couple of wars—was that it formalized and fos- 
tered a continuing haggle between areas over trade restrictions and 
sections which are basically symptoms of difference in income, capital 
formation, purchasing power, and standards of living without offering 
any real cure for these fundamental imbalances. For low-income 
areas balanced, diversified production is a paramount requirement for 
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a correction of the problem, and foreign trade with prosperous areas 
is a byproduct and secondary consideration which follows balanced 
production in the natural course of events. 

Fortunately there has been emerging in the last few years, mostly 
directed by economic realities without public sponsorship, a funda- 
mental development in our foreign economic policy, which more and 
more has operated to rectify the tension-creating economic unbalance 
as between areas. The program is cumulative; it contains the ele- 
ments of self-acceleration as time goes on. 

Foreign investment growing: In a report in the August 1956 issue 
of Survey of Current Business, published by the United States De- 
partment of Commerce, it is shown that since 1946 United States 
investments abroad have increased from $18.7 billion to $44.9 billion. 
Investments of United States private capital have increased from $13.5 
billion to $29 billion, and United States Government investments, 
largely in public improvements coincident with economic development, 
have increased from $5.2 billion to $15.9 billion. 

In the words of the report: 

The great postwar expansion of United States enterpi ‘se abroad through for- 
eign branches and subsidiaries, with the total investments now reaching nearly 
three times the investment at the end of the war, has been one of the most dynamic 
aspects of postwar international economic relationships * * * they have greatly 
augmented the domestic output, income, and government revenues of foreign 
countries. 

And we may add, our trade potentials with such areas have kept pace. 
We have private investments of $10.5 billion in Canada; $8.2 billion 
in Latin America; $5.3 billion in Western Europe; and $4.2 billion in 
Asia, Africa, and other countries. The earnings in 1955 on direct 
United States investments abroad were $2.9 billion. 

Foreign investment promotes trade: It is significant that out of 
$11.5 billion value of nonmilitary imports into the United States in 
1955, $2.6 billion value was produced by United States-owned com- 
panies established abroad, or 23 percent of the total imports. Trade 
has followed investment and the productive capacity created thereby. 
Equitable trade conditions foster mutual political and economic rela- 
tionships which are the basis of national security. 

Thus we imported $940 million value of goods from United States 
direct investment companies in Canada, or 34 percent ; $1.1 billion value 
of goods from United States direct investment companies in Latin 
America, or 33 percent ; and $570 million value from the United States 
direct investment companies in other countries, or 11 percent. It is 
reported that 58 percent of our imports of certain selected commodities 
which are produced by American capital invested abroad are from the 
plants of those companies. The creation of equitable economic bonds 
with friendly nations is the basis of our present foreign economic 
policy and national security. 

Mr. Harrison. Do you have any breakdown of the industries which 
have investments abroad which make 23 percent of our imports? 
What is that largely in? 

Mr. Bringer. A considerable quantity is in minerals and other 
basie goods. I do not have the breakdown of that figure. A consider- 
able part is in petroleum and mining. 

) Mr. Harrison. Are there any principal companies that have done 
that ? 
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Mr. Brinxey. It is rather widely held and becoming more so with 
more diversification. 

Public Law 480 promotes economic development: A few days ago 
the International Cooperation Administration issued a release stating 
that emphasis is being placed now on loaning foreign currencies, which 
are accumulated in banks abroad as a result of sales of surplus agri- 
cultural products under Public Law 480, to private enterprise for 
operations and for capital to develop and expand both American and 
foreign industry in the country in which the currency originates. Re- 
cently, the new International Finance Corporation, to which the 
United States subscribed more than $30 million capital, opened for 
business and started negotiations to finance new indeatcial concerns 
in Latin America and other foreign areas. . 

Our organization in the postwar period has strongly advocated 
the private development of appropriate industry in so-called under- 
developed areas abroad; and the acceptance of foreign currencies in 
exchange for surplus agricultural commodities sold abroad and mak- 
ing such currencies accumulated under Public Law 480, available for 
loans to private industry abroad, in order to supply industrial balance 
to the economy of areas producing mostly primary products alone. 
The objective is improvement of purchasing power and increasing the 
potential of such areas for internal consumption of their own and 
foreign products. 

Recognize problem in U. N.: We quote the following from the 
Foreign Commerce Weekly of the United States Department of Com- 
merce to indicate the increasing awareness of this factor in interna- 
tional economic policy: 


The economic discussions at the 22d session of the United Nations Economic 
and Social Council at Geneva in July-August were dominated largely by concern 
over trends in world trade in raw materials. 

These discussions were keynoted by the suggestion of Secretary General Ham- 
marskjold in his opening remarks that the international community give greater 
attention to the problem of commodity stabilization. This was essential, he 
believed, since while “some degree of price flexibility is necessary to permit 
adjustment of commodity markets to changing demand and supply conditions 
* * * we must come to realize that the violent price fluctuations which have 
characterized commodity markets are not productive of economic balance, but 
rather of economic chaos.” This he said in full recognition of the difficulties 
and limitations of commodity stabilization, particularly in view of the long-term 
tendencies of the demand for raw materials to lag behind the growth of output 
and income in the more highly industrialized countries. 

In the ensuing debate, some attention was given to the short-term price fluctua- 
tions. Major concern, however, was reserved for this longer term trend char- 
acterized by the failure of trade in raw materials to keep pace with increases in 
production in raw material importing countries and, for that matter, with trade in 
manufactured goods. 

This lag was explained in a variety of ways. Typical was the concern ex- 
pressed about the increasing use of synthetics of the fact that raw materials tend 
to be decreasing components in finished products. Some weight also was ascribed 
to the tendency of industrialized countries to grow at home a larger proportion 
of their own food needs. 

Some countries continued to ascribe these tendencies to what they character- 
ized as misguided economic policies of the industrial countries. There was an 
increasing awareness, however, of the fact that these tendencies are now the 
result of natural and highly desirable economic evolution. 

Be that as it may, these tendencies were considered to create real problems 
for the underdeveloped countries. The answer, all agreed, must lie in great 
diversification of the economies of these countries. They cannot, it was be- 
lieved, support their inpopulations at politically acceptable standards of living 
without decreasing their reliance on the export of raw materials. 
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Also significant is the statement of A. M. Boerma, Director of FAO's 
Economics Division, who recently suggested that the general dissatis- 
faction with the progress of world food and agr iculture program was a 
reaction from earlier excessive optimism, and people had expected 
FAO alone to cure chronic malnutrition in much of the world within 
a decade. But this was too high a hope. Solution of the world’s 
food situation depends, he said, upon economic development as a 
whole, and this in turn depends upon governments themselves and 
upon any national and international agencies as well as upon FAO. 

Mr. Boerma said the same is true for attainment of greater economic 
stability for agriculture—a problem now generally seen to be much 
more complicated than many people at first thought. Now it was 
seen to be bound up with the whole question of national and interna- 
tional economic policies. 

{conomic development basis for security and peace: The effects of 
well-considered industrialization on the purchasing power of the peo- 
ple of these areas and on foreign trade have proven more effective 
even than was anticipated. The increasing trade between the United 
States with Canada and with Latin America, now engaged in rela- 
tively intensive industrialization programs, is cited as a prime ex- 
ample of the fact. Only prosperous areas can trade with each other 
with equitable benefits to each other. Increased diversified produc- 
tion in all areas is the key to increased income, increased trade, in- 
creased capital formation, and increased standard of living. It is 
the key to decrease in economic inequality which is the fundamental 
cause for political tensions leading ultimately to costly and destructive 
military measures, which in the past have wrecked the great economic 
empires of the world. It is the antithesis of economic colonialism, 
where highly industrialized areas exploit areas producing primary 
products, which has bred and intensified economic disparity, and has 
begot international tension and instigated war in each generation. It 
is predominantly the present and future program for a peaceful na- 
tional and international security. Other policies have failed in the 
past. The pertinent aspects of foreign economic policy should be 
our prime consideration at this hearing. 

Sound American agriculture fundamental: More specifically as part 
of this picture, a sound agriculture is an essential factor in the national 
security. Agricultural products have become a key item in promoting 
economic deve elopment in friendly countries, as well as in feeding food- 
stuffs and fiber to the established industrial and trade areas of E urope 
and North America in peace, and more so in war. 

To maintain the balance of agriculture and industry in this country 
and to maintain stability through i improvement in farm production, 
economics and technology, our agriculture must have world distribu- 
tion for approximately 10 percent of our production in order to main- 
tain the optimum productive capacity required for national emergen- 
cies. In order to sell abroad its share of its production, American ag- 
riculture must contribute by buying certain supplies abroad. This ‘it 
is now doing on several appropriate items. While it can furnish more 
dollar exchange by buying farm production supplies in the finished 
stage than by importing raw materials for domestic manufacture, both 
are successive steps to world economic stability which is the essential 
ingredient of national security. 
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The additional values added by manufacture become the income 
and purchasing power of the working people and the industry of the 
area producing the market product. To get the optimum distribution 
of this additional purchasing power into the areas producing primary 
products, the processing of the raw material is being more and more 
concentrated near where it is produced, depending on local production 
factors and related considerations. This is where private investment 
has assumed an important part in our foreign economic policy. 

Agriculture must sell abroad: In order to keep the American agri- 
cultural plant intact on a broad foundation that will measure up to 
national security requirements and the needs of friendly nations in 
time of emergency, it is necessary to compete for agricultural sales in 
world markets. ‘To reduce the foaee plant to that required alone for 
domestic consumption of farm products will force out of production 
millions of acres of wheat, cotton, rice, tobacco, corn, and other pro- 
duction required in time of world emergency. Beyond certain limits, 
the capital tied up in farm buildings, equipment, and livestock cannot 
be liquidated or maintained on a standby basis without permanent loss 
or fatal deterioration. 

Whether through Government programs or otherwise, competitive 
world prices, determined largely by lower costs of production in other 
areas, must be met if we are to sell in world markets. We cannot ex- 
pect the Government indefinitely to absorb growing world prices and 
domestic cost disparities through unlimited subsidized surplus-disposal 
programs, without drastically reducing our farm production and plant. 

Agriculture in cost squeeze: Our farm operating costs have risen tre- 
mendously since World War II. The index of farm costs has risen 
from 208 in 1946, to 281 in 1956. The chief ingredients of added costs 
are increased industrial earnings plowed back as capital costs and in- 
creased wages which are incident both to plant expansion and plant 
operation in industry, both in basic industry such as steel and in fabri- 
cating industries such as the manufacture of specific farm equipment 
and supplies. 

These costs are passed along to the distributor and he, in turn, after 
upping the margin on a percentage basis, including any wage increases 
he has sustained in his business, passes them on to the farmer. 

Now wages are currently figured in take-home pay, and this means 
that the income tax of the factory worker, including the tax increases 
incident to wage increases, as well as the income taxes of the manu- 
facturing corporation, and of the handlers and their employees, are 
added to costs and passed along to the farmer in the price of farm 
equipment, supplies, and services. 

The farmer cannot pass these increased factory costs and taxes, 
included in prices paid by him, along to anybody because he sells in 
a buyers’ market, which deducts cost of handling and transportation 
to the terminal market from the price paid the farmer. He absorbs 
the deducts or quits, and goes to town to get a job where he can pass 
his wage and tax along to consumers of goods and services. 

Since 1946, about 1 million farm operators have quit and no replace- 
ments have appeared. The net effect of this is that the farmer has 
to pay the costs and taxes of the factory, and the increases therein, 
incident to production of all the farm equipment, supplies, and serv- 
ices he buys. This constitutes the major portion of the cost pressure 
in the cost-price squeeze. Our Government has fostered plant expan- 
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sion and high-wage and high-tax policy, and has elected to com- 
pensate the farmer by price supports and subsidies. 

Actually, Government subsidy to farmers has not approached the 
increase in corporation and labor income taxes and earnings diverted 
to plant expansion and operating costs of industry and transporta- 
tion which he has absorbed in purchasing equipment, supplies, and 
services—hence the cost-price squeeze. 

The farm-equipment and farm-supply industries are caught in this 
cycle of high costs and taxes. Farmers through their cooperatives, 
everything else being equal, patronize domestic industry and want 
sound domestic industries maintained under competitive conditions. 
As a matter of self-preservation for farmer members, however, they 
oppose the imposition of quotas and tariffs on imports of farm equip- 
ment and supplies which can have no other effect than to raise costs 
of farm operation. 

In addition there are added transportation costs in certain areas 
distant from domestic plants which are relieved in some areas by 
import purchases. If the farmer has to meet competitive world costs 
and prices, he cannot survive if he has to purchase his supplies in 
a domestic restricted market. And national security requires that 
agriculture be maintained on a going basis in this country, which 
means that the return therefrom must provide adequate income for 
increased operating costs, capital needs, and an adequate standard of 
living for farm families. 

Section 22 and escape clauses: There are on the books the section 
92 laws protecting Government farm price-support programs, and 
escape clauses in the trade-agreement laws. We have supported, and 
continue to support, these laws pending the time when the world 
economic situation is adjusted to production under cost conditions 
related to higher wages and higher standards of living in foreign 
areas which are competitive with the American economic situations. 
However, these laws have not been effectively invoked to any notable 
degree in major situations confronting farm producers. In their 
administration, none of these laws has been allowed to impinge on the 
foreign-trade policy of the last 25 years. 

As an example, when the wool producers attempted over many years 
to restore tariffs or impose quotas on foreign imports in order to 
maintain for domestic producers a market of one-third our national 
requirements, they were finally forced to accept a program of free- 
world market price plus a domestic “incentive payment” in order to 
achieve a return which still yields average returns to growers short 
of parity by 7 or 8 cents a pound, and domestic production which 
declined almost 50 percent since the war is still declining. Wool is 
a strategic material in time of war, and we obtained most of our 
world supply during the last war from all quarters of the globe. 

In the 1946-50 period our agricultural exports were $3,222,500,000 
and our agricultural imports were $3,016,620,000. In the 1955-56 
fiscal year exports had increased to $3,492,729,000 and imports to 
$4,080,376,000. We have become a net importer of agricultural 
products, the additional dollar exchange being absorbed in industrial 
exports, in spite of the need for restoring our foreign markets for 
cotton and other agricultural products. 

We are relating this in order to show the direction taken by our 
foreign economic policy on which national security is now programed. 
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Agriculture is still in the throes of the struggle to conform to it. We 
cannot have one policy which shrinks agriculture and another policy 
which fosters unbalanced production and exports at the expense of 
agriculture. ioe 

Our agricultural exports, after slumping badly in the thirties, have 
recovered unit volume in the postwar period, first, under the stimulus 
of the world’s backlog of demand, and since the decline in 1953 under 
the stimulus of the surplus-disposal program and increased economic 
activity abroad. Our increased private investment abroad and for- 
eign-aid programs have contributed strength to foreign economic 
activities. 

Import policies of foreign countries have been liberalized some- 
what because of the improved financial situation. Foreign holdings 
of gold, short-term dollar assets, and United States bonds and notes 
have increased to $27.4 billion in 1955 from $15.8 billion in 1949, most 
concentrated in continental Europe, Venezuela, Mexico, and Japan. 

Another factor contributing to improved exports of agricultural 
products was the recent shortage of supply of grain, fruit, and oils 
and fats in Europe due to unfavorable weather. 

United States Government programs were a large factor in the 
export of agricultural products in the 1955-56 period. Shipments 
against foreign currencies under title I of Public Law 480 accounted 
for 12 percent of our agricultural exports. There were included 28 
percent of wheat exports, 23 percent of cotton exports, and 13 percent 
of the tobacco exports. The total is $1.5 billion exports to 27 coun- 
tries in 1955-56 under foreign-aid programs. 

Shipments for foreign currency of agricultural products by the 
International Cooperation Administration under section 402 of Public 
Law 665 were at the rate of 9 percent of our agricultural exports. 

Through barter agreements under Public Law 480, with 35 different 
countries in 1955-56, 8 percent of our agricultural exports were also 
moved. Included were 16 percent of our wheat exports, 44 percent of 
corn exports, 37 percent of barley exports, and 44 percent of oats 
exports. 

Through donations, $90 million worth of foodstuffs and feedstuffs 
was moved, principally to Italy, Turkey, and Pakistan, under title II 
of Public Law 180, to alleviate suffering in the wake of natural 
disasters. 

Through donation to United States private relief agencies operating 
in foreign countries, $175 million worth of surplus foods was moved 
abroad. 

The Export-Import Bank financed cotton purchases by Japan and 
Austria totaling $62 million in 1955-56. 

During the year Commodity Credit Corporation sold, for export at 
competitive world prices, $992 million through commercial channels, 
including sales for foreign currencies. Included were 3.4 million 
bales of cotton, 204 million bushels of wheat, 68 million bushels of 
barley, 33 million pounds of butter, and 115 million pounds of nonfat 
dry milk solids. 

Sales were encouraged through information on foreign sales pros- 
pects furnished to the trade here from agricultural attachés abroad, 
now expanded to 80 foreign ports. 

There still exist many unfavorable factors abroad, such as a multi- 
plicity of trade restrictions, increased production of competitive agri- 
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cultural products, much of it fostered abroad through our technical 
aid programs, lower prices abroad on competitive products, inelastic 
demand for grain oe cereal products, higher priority abroad for use 
of dollar exchange for United States-manufactured goods, lack of 
general currency convertibility, and worldwide shipping shortages. 

The changes in the export-import picture between the postwar 
period of 1946-50 shows a 120- -percent overall dollar increase in total 
exports, and a 90-percent increase in imports. However, for crude 
foodstuffs, our exports increased only 130 percent while imports in- 
creased 230 percent dollarwise. At the same time, our exports of 
finished manufactured products increased 325 percent while imports 
only increased 60 percent. 

This is one fact which points up the situation which we discussed 
earlier in this statement—the economic submergence of primary pro- 
duction areas to industrial areas in the so-called state of advanced 
economic development. 

Left to its own cumulative and accelerating devices, the advanced 
industrial economy, through administered prices, close integration 
with finance, distribution and rocurement, collaboration with labor, 
and sheer weight of economic financial resources, submerges primary 
producers, both domestic and foreign, and breeds the economic inequal- 
ities between domestic groups, and between industrial and primary 
producing areas, which intensify political and economic tensions, 

cause depression and war, and in the final analysis a recurring break- 
down in the worldwide political, social, and economic structure. 

That is what has happened in the past, and that is what we face in 
this country in the future if present trends continue to be accelerated 
by Government’s economic policies and agriculture’s vulnerability 
in the procurement, marketing, and service requirements. 

Recommendations: We make the following recommendations re- 

garding our foreign economic policy : 

1. Foreign economic policy as implemented by trade, aid, tax, and 
political policy, should be directed toward sustained economic progress 
here and abroad through balance between industrial and raw materials 
production, diversification of enterprises, increased consumer pur- 
chasing and consumption capacity, and productivity through adequate 
capital and technology. 

2. Policies should be directed toward implementing private invest- 
ment, private trade, and private services under treaties and agreements 
covering broad economic relationships between countries. 

3. Such treaties should be used to implement trade concessions 
already made under the auspices of GATT, as rapidly as internal 
economic progress will permit and GATT discussions and techniques 
should be directed toward promoting a balancing industrial develop- 
ment in raw materials producing areas through private investment in 
industry, transportation, and commerce, coincident with publicly 
sponsored development of services in the fields of finance, health, 
conservation, education, and roads. 

4. Until economic development and fiscal stability are achieved in 
participating countries generally, negotiation of tariff reductions 
across the board should be suspended ; and as fast as internal economic 
conditions warrant, efforts should be directed toward elimination of 
import taxes, exchange restrictions, quotas, and other conditions and 
barriers hampering international trade and investments. 





886 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


5. Treaty provisions should be utilized to promote multilateral 
agreements in broad economic fields and to break down preference 
areas. 

6. Currency convertibility and economic development should con- 
tinue to be promoted in friendly countries through Public Law 480 
to the full extent of our agricultural surpluses by loaning and selling 
the currency accumul: ited for industrial and trade development in 
poy er! y of origin. 

Multilateral reaties should emphasize the protection of outside 
enpita’ against expropriation, nationalization, inequitable taxation, 
and other discrimination, with responsibility on the country involved, 
covered, and protected by appropriate sanctions. 

8. Public facilities should be expanded and perfected for advising 
American business of foreign trade and investment opportunities, 
their terms and conditions, “specifications on quality of goods and 
packaging, consumer preferences, fair displays, and other information 
needed to promote wide participation in foreign trade and investment 
by American business. 

9. Incentives for uneconomic agricultural production abroad for 
export rather than production needed domestically to improve diet 
and support local industry, should be removed from our foreign aid 
programs. 

10. Education in health, nutrition, and foodstuffs in lower-income 
groups should be promoted in countries cooperating in mutual aid. 

11. The policy of imports of agricultural equipment and supplies 
into this country on a competitive basis should be continued and 
promoted. 

12. Our whole National and State tax structure should be examined 
on the standpoint of relative final incidence on agriculture, indus- 
try, services, and labor, as a factor in the competitive world trade in 
agricultural products, and as a factor in the decline of agricultural 
income in this country, including such items as income tax, excise tax, 
transportation tax, rapid depreciation, capital gains, property assess- 
ments, and depletion measures as reflected in costs of agricultural pro- 
duction and net income retained. 

13. Our continued participation in GATT and FAO should be con- 
tinued on their being maintained independent of the United Nations 
because of ouptepee and overlapping supervision. 

14. Section 22, national security, and escape clauses should be main- 
tained in the Trade Agreements Act in order to condition foreign trade 
to the long-time economic principle and objectives enumerated above. 

15. C ompetitive foreign shipping facilities, terms, and conditions, 
and adequate port facilities at appropriate locations should be pro- 
moted. 

Mr. Chairman, that concludes my statement. 

Mr. Boocs. That is a very comprehensive statement, Mr. Brinkley. 

Mr. Brinxtey. Thank you. 

Mr. Boces. Mr. Papiiens: do you have any questions? 

Mr. Harrison. I do not have any questions at this time. 

Mr. Bocas. Mr. Martin? 

Mr. Martin. No questions. 

Mr. Boces. Mr. Morrison ? 

Mr. Morrison. Mr. Brinkley, do I gather from your point 9 in your 
conclusions which refers to our aid program promoting uneconomic 
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production of agricultural products abroad, that you would consider— 
neglecting the ‘current Suez situation—and that your prescription 
would preclude our supporting the building of the Aswan Dam ¢ 

Mr. Brrnktey. Our position is that one of the greatest services that 
we can render in our programs of aid is to promote the development 
of a balanced economy. That is the most important single factor we 
believe, that should be kept in mind in our programs of aid, and in 
our treaties and so on with other countries, particularly underdevel- 
oped areas, in getting their economy out of balance in one direction or 
another. 

We feel very strongly that many of the countries historically pro- 
duce raw materials and that our attention should be directed and their 
attention should be directed toward balancing the kind of industrial 
development that would best fit the potential and resources and the 
internal economy of the country involved. 

Mr. Morrison. Does your conception of a balanced economy for 
these countries involve a self-sufficiency of their industrial and agri- 
cultural production ? 

Mr. Brinker. It may involve that to some extent; it may involve 
in some areas quite a different thing. Perhaps, some countries may be 
particularly situated or in such a situation that they can develop an 
export of certain types of goods, manufactured or agricultural. It is 
a long-term program of aid in the general direction and the general 
dev elopment of the country involved. 

Mr. Morrison. So that prescription which you prescribe for other 
countries would not involve our becoming only self-sustaining in cot- 
ton and certain other agricultural sroducts ? 

Mr. Brinker. No, sir; not at all. 

Mr. Morrison. At one place in your statement you refer to the wool 
program and the substitution of an incentive pay program for a price- 
support program. 

Do you approve of that, or think it an unwise development ? 

Mr. Brrnxkiey. Our or ganization supported that program. We have 
felt that it would be a disservice to the wool industry in certain re- 
spects to rely solely on import quotas or a raising of the tariff, and we 
thought that at least for a trial period—and it is a trial program—that 
we should attempt to move in the direction of supporting prices rather 
than attempt the restrictive measures that would have otherwise been 
available. 

Mr. Morrison. You refer to that program as involving returns to 
the growers below parity by about 7 or 8 cents a pound. Do you mean 
the price that the growers receive in the market is 7 or 8 cents a pound 
below parity ? 

Mr. Brinktey. Yes. The average price to all growers is reported 
as 54 cents because some growers do not receive incentive payments. 

Mr. Morrison. Or the price plus the incentive payment ¢ 

Mr. Brinxtry. The price plus the incentive payment would lift it to 
parity or above for those who accept the incentive payments. Parity 
is almost 62 cents per pound. 

Mr. Morrison. Then the total returns to the growers will be above 
parity ? 

Mr. Brrnxtry. Yes, sir; for the latter who accept payments. Aver- 
age market price was about 44 cents and payments were about 18 cents. 
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Mr. Morrison. Do you think a program similar to that for wool 
might be applied to other agricultural products to advantage? 

Mr. Brinxxey. I hope not. 

Mr. Morrison. Why ? 

Mr. Brinxtey. I think there are far better ways of handling the 
agricultural program than by resorting to that type of program. I 
think we have a very particular situation in the case of the wool indus- 
try and the same factors that prevail there would not be applicable to 
other industries. 

Mr. Morrison. What factors do you have in mind? 

Mr. Brinkiry. Well, one factor is the necessity, or it is regarded by 
Congress as a necessity, for increasing the total production of domestic 
wool as rapidly as possible. We certainly do not need to have that 
kind of program in the case of cotton, for example, where we have 
produced a very large export surplus. 

Mr. Morrison. Will the incentive-payment program be more con- 
ducive to increased wool production than a price-support program 
would ? 

Mr. Brinkirey. We just donot know. Sofar,not. As I say, we are 
in a trial period with this kind of program, and I think it is perhaps 
much too early to say whether that program is the kind of program 
that would be the most effective in the wool industry. 

Mr. Morrison. Well, what I was thinking of was this—might there 
not be some advantage from the point of view of our foreign trade 
policy of providing direct payments to the growers and letting the 
price reach a normal level rather than trying to maintain the prices 
here, and thus promoting unwanted imports? 

Mr. Brrnxiry. Well, our organization has been very, very firm, and 
very vocal in our opposition to any program of that sort that would 
involve a very high degree of dependence upon the Treasury for direct 
payments to producers. We think there are far better ways of han- 
dling the situation than that, and we would hope that we would not 
come to the use of such a device on agricultural production. 

Mr. Morrison. Do not the price-support programs, although they 
do not provide for disbursements from the Treasury, yet involve a 
burden on the consumer the same as the tax system would? 

Mr. Brrnxtey. Well, that is a matter that certainly is debatable. 
We feel that to the maximum extent possible we should rely on our 
market system and on the market price system, if you please, to handle 
the marketing problems of our agricultural commodities. I think it is 
quite different to have the kind of program that we have which in- 
volves the maintenance of a reasonable price structure, putting the 
main reliance in the market and in the marketing techniques and mar- 
keting programs, and the initiative of the producers themselves and 
all of agriculture than to revert to the sort of thing which we think 
will ultimately lead to more and more dependence upon Government 
and upon direct grants to producers. 

Mr. Morrison. Do you not feel that the import restrictions are a 
direct result of governmental action, too? Is it any less advisable to 
be dependent upon that kind of support? 

Mr. Brrnxrey. I am afraid I do not understand that. 

Mr. Morrison. Well, the import restrictions imposed, say, under 
os on 22 and the escape clause represent governmental action ; do they 
not 
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Mr. Brinxkey. It is a governmental action, but it has not been in- 
voked in very many cases, and only then in order to support the do- 
mestic price-support program. I think we would have to have such a 
device as that, otherwise we would draw in enormous quantities of 
products from other countries that would be the direct beneficiaries of 
the price-support program established for the American producer. 

Mr. Morrison. Does your analysis of the situation lead you to any 
concern about the reaction of foreign countries to our cotton—our sales 
of cotton abroad below the domestic price? 

Mr. Brinxiey. We have the feeling, sir, that had we been more alert 
in years past to the dangers, and the possibilities that we now see in 
practical operation of the greatly expanded production of commodities 
such as cotton abroad, that we might have, before this, adopted a pro- 
gram of more competitive market tactics than we did. 

I had the feeling that in some respects the things that we were doing 
and the policy that our country was assuming in acting as the residual 
supplier to export markets was an open invitation for expanding an 
uneconomic expansion of some of these agricultural commodities in 
various countries. 

Mr. Morrison. In what sense do you say it is uneconomic when they 
are willing to take lower prices for it than our growers will? 

Mr. Brinkey. Well, of course, that is related to their local produc- 
tion costs. I think there are some commodities where lower prices 
will result in a good deal of acreage of certain commodities in certain 
countries going out of production. 

We witnessed that in the case of the rice industry in Latin America 
immediately following the war when prices were such during the war 
period as to induce a greatly expanded production of rice. Shortly 
after the end of the war, when prices declined somewhat, it forced out 
of production very large acreages of rice in many of these Latin 
American countries. 

So, to that extent, it was uneconomic because they could not meet 
even reasonable price competition. 

Mr. Morrison. Would there be a like response to a similar ques- 
tion with respect to cotton ? 

Mr. Brinxtey. I have the feeling that there would be. I feel that 
way, because as is the case of rapid expansion in almost any com- 
modity you invite in, in effect, uneconomic producers, uneconomic 
areas, frequently high-cost production that cannot meet even reason- 
ably severe competition. 

Mr. Morrison. But you would not say our own production was un- 
economic if it was profitable only if the growers get the price-support 
prices for it ? 

Mr. BrinxiEy. Well, I think we have a problem there as to our own 
production. We have cost burdens on producers in this country that 
producers in other countries do not have, such as our high wage struc- 
ture, for example, our high cost of supplies, our high taxes, and our 
generally increasing cost of production over and beyond the control 
of anything that the producer himself may exert that inevitably result 
in a higher cost product than would be the case in some other country. 
That is not related to efficiency. I think we have the most efficient 
system of production in agricultural commodities without exception 
in this country of any place in the world. 
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Mr. Morrison. Does not your concern about wage differentials in 
comestic and foreign agriculture point to the same sort of thing that 
the industrial enterprises are also saying must be taken account of in 
their situation ? 

Mr. Brin«iey. I think that is quite true. The difference is—and 
there is a vital difference—that the farmer has no one to whom he can 
pass these increased costs of production. He is the final residuary of 
the increased cost of production supplies. In other words, he cannot 
pass it back and forth or sideways or up and down; he has to pay it. 

Mr. Morrison. That also appears in the case of a great many indus- 
trial producers where they cannot pass it on on account of the import 
competition ; does it not? 

Mr. Brinxiey. Well, I think there are some areas and some com- 
modities that have had rather severe competitive conditions from im- 
ports, but I repeat that we have supported the escape clause. We feel 
that those matters can be handled and should be handled with the aid 
of the escape clause in the Trade Agreements Act. 

Mr. Morrison. Are you satisfied with the treatment that such 
agricultural interests as the fig producers and cheese producers have 
received under this program? 

Mr. Brinxiey. Did you say “fig producers”? 

Mr. Morrison. Yes. 

Mr. Brinker. I am not acquainted with the fig producers. I think 
that the dairy people at one time were in a rather serious situation. 
I think that some of it came about as a result of the apparent reluctance 
to be able to obtain the benefits of section 22 and that as a result of the 
lack of action under section 22 even more rigid restrictions were applied 
legislatively. I have the feeling that while we should not use either 
the escape clause or section 22 too freely, neither should we use them 
too sparingly. I think that perhaps we have been guilty of maybe 
erring in both directions in times past. 

I think that closer attention and judicious use of these two protec- 
tive features will go a long way toward relieving the seriousness of the 
emergency situation both in agriculture and in industry. 

Mr. Harrison. Mr. Brinkley, would you say that the present wool 
program was an application of the Brannan plan? 

Mr. Brinxey. I have heard it characterized as an application of the 
Brannan plan; yes, sir: 

Mr. Harrison. Is that an accurate characterization ? 

Mr. Brinxtey. I would question whether that is an accurate charac- 
terization. The Brannan plan was built around crop and livestock 
production restrictions, while the usual program is an incentive pro- 
gram to build up domestic production to 300 million pounds. I will 
say again that it is a trial run, so to speak. 

Mr. Harrison. Of the Brannan plan ? 

Mr. Brrnxiey. Not of the Brannan plan, but it is a trial run of the 
kind of program that would attempt 

Mr. Harrison. How does it differ from the Brannan plan? 

Mr. Brinxtey. I am not well enough acquainted with the Brannan 
plan to go into any detail as to the similarities or the differences. My 
understanding of the Brannan plan 

Mr. Harrison. How much does it cost the taxpayers annually— 
these incentive payments? 
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Mr. Brrnxtry. These incentive payments on wool are taken from— 
I believe it is 30 percent of the import duties. 

Mr. Harrison. Could you tell how much the program costs the 
American consumer in the difference between the price he pays for 
wool and what he would have to pay if we did not have it? 

Mr. Brinker. I think the American consumer is probably getting 
cheaper woolen ‘goods because the prices, as I understand it—and I 
have not studied this too closely—of imported raw wool declined to 
some extent, and the American wool producer sells on that market or 
slightly under it by 3 or 4 cents. 

Mr. Harrison. Do you think that the program is saving the tax- 
payer money, by making incentive payments to keep the price of 
wool up? 

Mr. Brinxiey. I beg your pardon, sir. 

Mr. Harrison. Do you think it saves the consumer money to make 
incentive payments to keep the price of wool up? 

Mr. Brinxtey. I would not want to go into any detail on the wool 
program because I have not made any exhaustive study of it. 

Mr. Harrison. That isall. 

Mr. Bocas. Mr. Martin, have you any questions? 

Mr. E. Martin. Not at this time, Mr. Chairman. 

Mr. Boees. Thank you very much, Mr. Brinkley. 

Mr. Brinx ey. Thank you, sir. 

Mr. Boaes. Our next witness is Mr. John C. Lynn, legislative direc- 
tor of the American Farm Bureau Federation. 

We are very glad to have you here, Mr. Lynn. We appreciate your 
coming up. 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, THE 
AMERICAN FARM BUREAU FEDERATION; ACCOMPANIED BY 
GEORGE J. DIETZ, DIRECTOR OF INTERNATIONAL AFFAIRS, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Lynn. Thank you, Mr. Chairman. With your permission, in 
order to save time, we would like to file our statement immedi: utely 
following a summation I would like to make of some of the m: jor 
points in the statement. We know full well that each member of this 
subcommittee will read every word of these statements and will give 
consideration to all the details in them. 

First let me say, Mr. Chairman, that we are very happy to appear. 

Mr. Boaes. Before you go on I would like to find out how our 
schedule stands. We have four other witnesses scheduled for today : 
Mr. Delaney, Mr. Stilley, Mr. Cox, and Mr. Coleman. 

I wonder how many of you gentlemen could come back tomorrow. 

Mr. Watrer A. STILLEY, Jr. (representing Hardwood Plywood 
Institute). Mr. Chairman, I have a reservation to go back tonight, 
and if possible I would like to do that. 

Mr. Boces. You could not get back tomorrow ? 

Mr. Stitiey. I would like to go back tonight, if Ican. I have my 
reservation to go back and have another engagement in the morning. 

Mr. Boces. How long do you think your statement will take, Mr. 
Stilley ? 

Mr. Stittey. About 20 minutes. 
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Mr. Bocas. We will arrange to hear you. 

Mr. Mitiarp Cox (counsel, Kentucky Distillers’ Association). I 
would like to go on this afternoon if possible, Mr. Chairman. 

Mr. Boces. About how long will your statement be ? 

Mr. Cox. Twenty minutes. 

Mr. Boces. We are going to have to adjourn somewhere near 4 

o’clock. We will try to hear as many of you gentlemen as possible. 
We will, of course, expect all of you to put your full statements in the 
record. 

Mr. W. A. Deanery, Jr., (representing Oklahoma Independent 
Petroleum Association). Mr. Chairman, I understood I was to ap- 

ear this afternoon, but I would be glad to come back in the morning 
if I may havea full hearing at that time, rather than to inconvenience 
the members. 

Mr. Boces. Fine, Mr. Delaney. We appreciate that very much. 

Mr. Detaney. I would : appreciate it, if possible, if I might be heard 
the first thing in the morning, because T do have plans. 

Mr. Boces. That will be satisfactory, Mr. Delaney. Thank you very 
much. We will hear you first in the morning. 

Mr. E. C. Coteman (chairman, Luggage & Leather Goods Lock 
Manfacturers Association). Mr. Chairman, I have a reservation for 
this evening. 

Mr. Boces. About how long will your statement be, sir? 

Mr. Coreman. Between 15 and 20 minutes. 

Mr. Boces. We will do the best we can. 

You may proceed, Mr. Lynn. 

Mr. Lynn. Mr. Chairman, we certainly think that the work of this 
subcommittee is very timely and very important, particularly in the 
light of the fact that our common enemy has recently taken new ap- 
proaches to this whole foreign economic problem which is definitely 
tied into the scope and terms of reference of your hearing. 

Mr. Chairman, there will be nothing profound in the statements we 
make here this afternoon. I think that there is very little which is 
new that can be said with regard to the issues. What we hope to do 
is point up 2 or 3 matters which we would hope would cause your 
staff, as they develop your report, to dig further into the problem. 

We will certainly offer our assistance at any time and in any way 
we can to help make an objective and constructive report. 

I have just come back from Texas and New Mexico last night, and 
at the county and community level our people are studying some of 
these complicated problems. 

I think a great deal of emphasis has been given to tariff reduction 
without as much emphasis as should be given to other trade restric- 
tions that are imposed by other countries that are just as detrimental 
to trade as tariffs. 

There is little need to dwell on the importance of trade to agricul- 
ture, particularly exports. 

We believe there should be a speedup in the activities of the Tariff 
Commission. I recognize the tremendous amount of work they have 
to do. We have repeatedly come before this Congress and recom- 
mended an increased budget, staff, or whatever is necessary in order 
not to take so long on many of these escape-clause actions. 

We believe that our United States negotiators could be a little 
tougher than they are with respect to our negotiations in GATT. 
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A lot of times we reduce a tariff and they reduce a tariff, and immedi- 
ately they throw up some exchange control or something else that 
offsets anything they have done with regard to reducing tariffs. Keep 
in mind, too, that we will always be a suction for imports. It is very 
vital that we watch that very closely. 

We wrote a letter to the Under Secretary of State for Economic 
Affairs after the negotiations had begun in January, this year in 
Geneva, suggesting that we thought it would be wise for him to have 
more representatives from agriculture. I have never sat in at one 
of these negotiations and I do not care to, but I believe it is true that 
a lot of other primary agricultural producers in the country have a 
large number of agricultural experts who might give the Depart- 
ment of State representatives good advice at some of these critical 
times. I know this is an administrative problem that must be worked 
out, but we would hope that the Department of State would give 
real consideration to having outstanding technicians, if you please, 
from agriculture, work with them. 

We support the OTC. 

As previously referred to, the voting delegates of the member State 
farm bureaus at the convention in December 1955, adopted policy 
encouraging United States participation in OTC, believing that it 
would help expedite the removal of restrictions and discriminations 
against exports of United States agricultural commodities. We rec- 
ommended and the Ways and Means Committee accepted amendments 
to the original bill which provide some necessary safeguards. 

We would like to commend this committee very highly on the 
amendments made to the original bill last year and passage of this 
measure out of this committee. We think all of the three principal 
amendments were sound and we certainly want to see OTC used as it 
was our original conception of it. We would violently oppose any 
efforts to mix OTC and GATT in with the United Nations, because 
we feel strongly that OTC should concern itself with trade and not 
international politics. Once we get those two mixed I am fearful 
of what might be the consequences. 

I wish time would permit me to review this situation with regard 
to the binder twine and bailing twine which is a big cost in agricul- 
ture. For example, we could go before the ODM or any committee in 
Congress, I think, and make a pretty good case that we should expand 
our sugar production to meet all of our domestic needs. We have 
no intention of doing that. I could argue that the sugar industry in 
the United States is just as vital as the cordage industry in the United 
States. However, we will continue to import a large amount of our 
sugar. If you will look at it, you will see that the countries we import 
from are some of our best customers. 

What I am simply suggesting, Mr. Chairman, is that I hope this 
commitee, in its study of this problem, will give consideration as to 
whether or not there is a real danger in going this route under the 
reciprocal-trade-agreements program. 

I would certainly like in closing to commend my colleague, Mr. 
Brinkley, for his fine presentaiton of some of the basic economic facts 
in connection with this hearing, and say that with regard to the wool 
program, we ought to keep in mind that this is not the Brannan plan. 
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It is quite different from the Brannan plan. This is a very special 
situation. I will not go into more detail unless the committee desires, 

I would like to call your attention to one other thing, Mr. Chairman, 
and that isexhibit D. Thisis uptodate. It was brought up to date 
the day before yesterday. We have tried to list here some of the 
restrictions that other countries who are parties to the General Agree- 
ment on Tariffs and Trade are using to restrict the imports, particu- 
larly of agricultural commodities. 

We believe that OTC, if enacted with the amendments and safe- 
guards that this Ways and Means Committee put in the original law, 
should be put into effect, it would mean a great many of these things 
could be perhaps eliminated without waiting to go to the meeting at 
Geneva every 2 or 3 years. 

Let me repeat, sir, that we stand ready and available to assist you 
and your staff in any way we can in developing further information. 
We would wish to have the privilege, if our people develop any new 
policies, to place them, if it is appropriate, in the record. 

Mr. Boces. Without objection, it is granted. 

(Mr. Lynn’s prepared statement follows :) 


STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION, BY JOHN C. LyNN, 
LEGISLATIVE DIRECTOR 


The American Farm Bureau Federation wishes to commend the House Ways 
and Means Committee and this special subcommittee for undertaking this thor- 
ough investigation of United States laws and policies governing international 
trade. It is clear that America must always reexamine its policies and be ready 
to make the necessary adjustments that are required by changing conditions. 

The American Farm Bureau Federation membership of more than 1,600,000 
farm families, through their officially elected voting delegates from the 48 States 
and Puerto Rico, have formulated policies designed to achieve increased trade on 
a mutually advantageous basis. The views which we express here are based on 
these 1956 policies. Farm Bureau policies are developed by the members and 
are constantly under review by the members. Tens of thousands of local meet- 
ings will be held between now and December. To aid local groups in discussing 
important questions in this field, the American Farm Bureau Federation has pre- 
pared some discussion aids—copies of two such discussionnaires are attached as 
exhibits A and B. We hope that we will be given the opportunity to enter into 
the record any new recommendations that are adopted by the officially elected 
delegates to our 38th annual convention in Miami Beach, Fla., on December 13. 

The basic question seems to be whether we continue and renew our efforts to 
expand trade on a mutually advantageous basis between nations of the free 
world, or go in the direction of more restrictions which will lead to less trade. 
Certainly, no one can seriously deny the fact that the devices that impede imports 
will also act to restrict exports. It also seems clear that trade restrictions 
alienate allies as surely as trade makes good strong allies. The unity of the free 
world and our national security is dependent on a high level of international 
trade. 

The foreign trade policy of the United States, partially implemented through 
the reciprocal trade agreements program, which we have vigorously supported, is 
a major national policy with important and far-reaching effects. Expanding the 
flow of goods, services, and capital among nations may be more important to our 
security effort, in the long run, than the present emphasis on military expendi- 
tures ; however, both are necessary in the current situation. 

There also are important economic reasons for expanding international trade. 
They are based primarily on the economic self-interest of the United States. The 
maintenance of a high standard of living in the United States is dependent to a 
large degree on a high level of imports and exports. 


How important are export markets to the American farmer? 


The volume of exports of agricultural commodities is vital to the American 
farmer. The American farmer needs export markets of at least $4 billion per 
year if we are to have an economically sound agriculture. Agriculture has the 
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capacity to supply an even larger foreign demand. There is a great need abroad 
for our abundant production. Our cotton, wheat, tobacco, soybeans, rice, fruits, 
meat products, and many other commodities are among the most efficiently pro- 
duced in the world. We, therefore, should be in a position to compete for a sub- 
stantial share of the international markets. 

In fiscal 1953 our exports of farm products fell to approximately $2.8 billion 
and threatened to decline even further. After intensive efforts, the downward 
trend was arrested and our exports increased to approximately $3 billion in fiscal 
1954, and to $3.1 billion in 1955. 

Agricultural exports in fiscal year ending June 30, 1956, were $3.5 billion. 
This represented a 10-percent increase over the last fiscal year. Grain, tobacco, 
vegetable oils, fruits and vegetables, and livestock products increased in total 
exports. Cotton was the main exception with a 39-percent decrease in exports. 

While these gains are encouraging, the picture seems brighter than it actually 
is. Although our total agricultural exports increased $348 million over the 1954— 
55 level, sales of farm products actually paid for with dollars decreased about $40 
million. This is so because our total exports include Government programs, such 
as foreign currency sales, barter, gifts, and loans. We would like to make clear 
that we have supported most of these programs and still do; however, the situa- 
tion calls for close examination. 

The following table indicates fiscal year 1955-56 estimated exports by com- 


modity and the amounts that were exported under the Government programs 
referred to above: 


{In millions] 


Fiscal year 1955-56 
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This indicates that about 38 percent, or over one-third of our agricultural 
exports, were the direct result of Government sales or gift programs (this does 
not include sales under export subsidy programs). 

You will note from the chart marked “Exhibit C” that if we exclude those sales 
made for foreign currency, “given away” or made by Government loans or 
barter, we discover that our actual exports made for dollars in 1955-56 amounted 
to approximately $2,176 million. However, if we exclude these same programs 
from total exports in 1954-55, we find that agricultural exports for dollars in 
that year amounted to $2,213 million. Sales paid for with dollars by the customer 
actually decreased this year an estimated $37 million—from 2,213 to 2,176 million 
dollars. 

Even this does not include the Government programs which make exports 
possible by subsidizing the sales price; for example, IWA wheat, special cotton 
export program, section 32, and other special programs. If all such programs 
were included, we estimate that about 60 percent of our agricultural exports 
were the direct result of Government assistance, leaving less than a third of these 
exports for normal commercial sales for dollars without direct Federal assist- 
ance. The danger also exists that sales made for foreign currency under Public 
Law 480 are being substituted for dollar sales. 


How can we expand export markets for farm products? 


Unless and until nations are given an expanding opportunity to earn dollars 
with which to buy our farm products, agriculture may well be forced to continue 
to use special Government export programs. Certainly this is not a healthy 
condition for American agriculture. It is imperative that the economic policy 
and reciprocal trade program of the United States be implemented to the extent 
that farmers can sell their products in foreign markets for dollars. Otherwise, 
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many foreign nations will continue, at a more rapid date, to enter into bilateral 
agreements with other countries in order to sell their own products. This is a 
situation which is becoming more and more common. They will also continue 
to have strong inducement to become self-sufficient in products which should be 
imported from the United States or elsewhere. For example, many countries 
which formerly bought cotton from the United States are expanding cotton pro- 
duction despite the fact that we have vast quantities available for export. Why 
is this so? There are many reasons. Although it is not the function of this 
statement to go into details of the situation for each of the various farm com- 
modities, we will be glad to work with the subcommittee staff on any such matters 
in which your group is interested. 

It should be made clear that Farm Bureau does not claim that impediments 
to foreign trade are agriculture’s only problem. Some of our domestic price- 
support programs have been an important factor. Farm Bureau has long advo- 
eated and fought for a domestic agricultural program designed to produce 
quality products, competitively priced and efficiently merchandized, all designed 
to obtain for farmers a high net income 


Reciprocal trade program 


The American Farm Bureau Federation vigorously supported the principles 
of the Trade Agreements Extension Act of 1955, which is an important instrument 
toward gearing our foreign economic policies to our export needs. However, as 
finally approved, it is the most restrictive extension of this act that has ever 
been adopted. 

The reciprocal trade agreements program is an important aid to the entire 
American economy. It enables foreign buyers to earn dollar exchange by 
exporting products which they produce more efficiently and use those dollars 
to buy products which the United States produces more efficiently. The trade 
is mutually beneficial. For example, many of our livestock farmers could pro- 
duce their own fruits and vegetables but it is more profitable for them to buy 
these and devote their resources to the production of what they produce most 
efficiently. This is the “comparative advantage” principle of trade, which must 
be the basis for mutually satisfactory international trade. 


Escape clause 


The Farm Bureau believes the escape clause is essential to the proper operation 
of the reciprocal trade program. If tariff concessions are made which increase 
imports to the point that they cause or threaten to cause serious injury to United 
States industry, a mechanism must be provided whereby they can seek relief 
where justified. However, this should not be used as a device to penalize Ameri- 
can consumers. For example, if the consumer wants a lightweight bicycle that is 
being imported, he should not be forced to buy a heavyweight bicycle just to 
protect a domestic producer who refuses to make the necessary changes to meet 
consumer demand, 





Section 22 


It is, of course, essential for Government agricultural programs to be pro- 
tected by section 22 of the Agricultural Adjustment Act. We should not expand 
the tremendous surplus now under Government title and loan by indiscriminate 
imports. We support the basic principles and purposes of section 22 as a neces- 
sary tool in operation of Government agricultural programs. At the same time, 
we should pursue domestic pricing policies which minimize the necessity of 
resorting to import controls. 

Since the President has the authority in the Reciprocal Trade Agreements Act 
(which is designed to reduce trade barriers), we feel that there is now presented 
a fundamental question: How can the reciprocal trade agreements program best 
be implemented in the overall interest of the United States. Perhaps the ques- 
tion might even be phrased—How can we get the maximum effectiveness in ob- 
taining trade concessions from foreign countries in return for the concessions 
that we make? This is a point that needs increased emphasis. We hope this 
committee will bring forth some sound recommendations, 


The importance of GATT to American agriculture 


The American Farm Bureau Federation believes that we can obtain more tariff 
concessions on our exports through participation in multilateral trade negotia- 
tions under the General Agreements on Tariffs and Trade than through bilateral 
trade arangements. Since GATT has been in operation the United States has 
been able to obtain concessions which other countries would be unwilling to 
make except on a multilateral basis. 
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While in Western Europe only Belgium, Switzerland, and the United Kingdom 
had instituted any significant degree of trade liberalization in 1953, today more 
than a dozen Western European countries have, in varying degrees, freed im- 
ports from the United States. In addition to freeing imports completely, many 
countries are relaxing their licensing requirements with regard to imports from 
the United States and other trade restrictions. 

According to the Foreign Agriculture Service of the United States Department 
of Agriculture, the increase of $12.3 billion, between December 31, 1949, and 
March 31, 1956, in gold and dollar holdings of foreign countries has been accom- 
panied by considerable progress toward a restoration of currency convertibility 
and, in some countries, by a substantial relaxation of import controls. To some 
extent, United States agricultural products have benefited from this relaxation. 
Yet only a few foreign countries have, at present, freely convertible currencies; 
and many of the trade and exchange controls to which countries in financial 
difficulties had recourse in the earlier postwar period are still impeding azri- 
cultural as well as other United States exports. 

We are, therefore, not satisfied with the operation of GATT. It can and must 
be improved. 


How can GATT be improved? 


The GATT has been an important instrument for getting some countries to re- 
duce and remove their import quotas against United States agricultural exports. 
However, there has been a lack of progress in removing trade restrictions, par- 
ticularly as it applies to our agricultural exports in many of the countries which 
are parties to GATT. It is, therefore, vitally important for agriculture to be 
adequately represented at all GATT negotiations. 

However, in early 1956 our attention was directed to a press release by the 
United States Department of State, No. 27, of January 17, 1956, regarding the 
multilateral tariff negotiations at Geneva, Switzerland. It is interesting to 
note that the United States Department of Agriculture had only 2 representatives 
of the 60 governmental members listed. Later we understand another representa- 
tive was added. In this release, the Department of State had 25 representatives, 
the Department of Commerce 14, and the Tariff Commission 13. The United 
States Department of Agriculture and the Department of Labor had only two 
apiece. These data reveal a top-heavy situation in view of the fact that during 
1954-55, over 21 percent (value basis) of total United States exports were agri- 
cultural commodities as were 36 percent of the total imports during the same 
period. 

We are sure that this committee is quite aware of the importance of United 
States agricultural exports to our economy, especially the agricultural surpluses. 
In addition, the committee is cognizant that the United States is the world’s 
largest importer of agricultural items. Therefore, it seems reasonable to us 
that United States agricultural interests should have a somewhat larger repre- 
sentation at these negotiations. 

We have heard numerous comments that the United States is at a definite 
disadvantage because foreign countries apparently make greater use of agri- 
cultural representatives at the negotiations. We are told that often last-minute 
changes in the negotiations and/or bargaining tactics of other countries leave 
our representatives in less than favorable positions and somewhat doubtful of 
repercussions to United States trade. If the GATT is to have the continued 
support of American agriculture, the Government should make certain that agri- 
cultural, as well as industrial, interests are adequately and proportionately 
represented. 


Need for OTC 


As previously referred to, the voting delegates of the member State farm 
bureaus at the convention in December 1955 adopted policy encouraging United 
States participation in Organization for Trade Cooperation, believing that it 
would help expedite the removal of restrictions and discriminations against ex- 
ports of United States agricultural commodities. We recommended and the 
Ways and Means Committee accepted amendments to the original bill which pro- 
vide some necessary safeguards. 

It is our belief that the United States participation in OTC, which is designed 
to further remove trade barriers, if properly implemented, will be a real asset 
in the expansion of mutually advantageous trade. It is our hope that OTC will 
put a spotlight on countries, especially non-OEEC countries, which have not been 
willing to remove some of their artificial trade barriers. 
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One of the most important parts of GATT, in our view, is the general provisions, 
These are the rules governing commercial bebavior. 

For GATT to be successful, these prohibitions against trade barriers must 
have meaning. Since the contracting parties meet only about every 2 years 
and since there is not a permanent staff or secretariat to handle needed adminis- 
trative matters, OTC has been proposed and should be made effective by the 
Congress early in its 85th session. 

It is our view that OTC will simply give meaning and application to the general 
agreement to which the United States is a signatory party. We believe that 
OTC could make possible more rapid settlement of trade disputes. 

We would like to emphasize here our opposition to the incorporation of the 
OTC as a specialized agency of the United Nations. We feel strongly that OTC 
should concern itself with trade and not with international politics. 

We have enclosed as exhibit D a list of trade restrictions which various coun- 
tries, who are signatory nations of GATT, are now utilizing. Our best informa- 
tion indicates that these restrictions have hampered exports of United States 
farm products. 

We feel that, with an efficient staff, the Organization for Trade Cooperation 
could facilitate more effective collaboration among the nations who are members 
of GATT to the end that most of these restrictions could be removed, thereby 
lending assistance in our efforts to expand export markets for farm products. 
We, therefore, support the principles embodied in H. R. 5550 with the exception 
outlined above. 


Our customers’ need for dollars—the dollar gap 


It is essential, however, that the United States recognize the fact that many of 
the restrictions which foreign nations have placed against dollar imports have 
been caused by real dollar shortages. It is in our best interest to give these 
nations an opportunity to earn the dollars which will correct this situation. 

There are some indications that the European dollar gap is now being eased. 
Gold and dollar holdings and foreign-exchange holdings are vital to the level 
and composition of exports of United States farm products. According to the 
United States Department of Agriculture, substantial increases in farm products 
exports this past year were due in part to the increased foreign-exchange earn- 
ings of importing countries. In addition, some gain in foreign-exchange reserves 
was registered. This will be a favorable factor in maintaining and increasing 
our exports during the coming year. 

It is true that the Suez situation coupled with the need for oil for fuel during 
the approaching winter in Europe may neutralize these reserves somewhat. 

Gold and dollar reserves of the United Kingdom have arisen sharply. Reflect- 
ing the improved position, it is also encouraging that Norway, Denmark, Sweden, 
Germany and, to a lesser extent, Italy have liberalized some agricultural items 
during the past year. Much remains to be done, however. 

The situation is this: In 1955 total exports of all commodities from the United 
States amounted to $14.3 billion excluding $1.3 billion of military equipment. 
Our total imports amounted to $12.4 billion which resulted in a trade imbatanee 
of approximately $2.billion. It is this situation which has been a large cause 
of the seeming necessity to continue our foreign-aid programs at such a high 
level. For example, our total exports in 1955 increased about $2 billion over 
the 1953 level, but our imports increased by only $500 million. This meant that 
an additional $1.5 billion of our exports were not matched by dollars earned 
through imports. Certainly it is futile to try to export more and more pro- 
duction unless we are willing to give customer nations the continuing ability to 
earn dollars. The slogan “Trade, not aid” then takes on real meaning. 


National Security and Foreign Trade 


Recently the Office of Defense Mobilization held hearings on a petition for 
relief from cordage imports on the grounds of alleged impairment of national 
security. 

We recognize full well that the importation of these hard fiber products has 
greatly increased over the past few years. We also recognize that there may be 
need in this current world situation for the authority contained in section 7 of 
the Reciprocal Trade Agreements Extension Act which provides that the Presi- 
dent take such steps as are necessary to modify trade policy as the national 
defense may require. However, we would point out that this section of law 
might be applied to a great many industries and if overly used could impair our 
national defense. This is particularly true as applied to importation from our 
close neighbors, such as Canada, Mexico, and Cuba. 
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Certainly, the American Farm Bureau Federation is for the necessary planning 
by the Office of Defense Mobilization for the security of the United States. How- 
ever, if we are to assume, industry by industry, that national security requires 
that production of each item must be maintained entirely within our boundaries 
we would further a general protectionist policy, which we are convinced would 
be detrimental to the people and the national security of the United States. 
The American Farm Bureau Federation has supported the policy that a high 
level of international trade isin our national interest. 


United States Policies Which Restrict the Opportunity of Custmers to Earn 
Dollars 


We believe that there are several important hurdles to be overcome if we 
are to fully develop export markets for agricultural products. As stated previ- 
ously, we must allow our customers the opportunity to earn dollars 


; this is 
the basis of foreign trade. 


“Buy American” 


Our feeling about one important hurdle, the Buy-American Act, is reflected in 
the Randall report: “The Buy-American Act and legislative provisions of other 
acts containing the buy-American principle should be amended to give authority 
to the President to exempt from the provisions of such legislation the bidders 
from other nations that treat our bidders on an equal basis with their own 
nationals. Pending such amendment, the President by Executive order should 
direct procurement agencies in the public interest to consider foreign bids which 
satisfy all other consideration on substantially the same price basis as domestic 
bids.” We believe that the Buy-American Act is discriminating and is out of 
step with the enlightened trade policies of this country. The United States 
should take the lead toward the elimination of such preferences on a reciprocal 
basis. 

Cargo Preference 

It may be said that the cargo preference is a matter not falling directly 
under the scope of this hearing. However, we know that this clause has kept 
us from developing some export possibilities. 

We were pleased to see the law amended to exclude fruit and fruit products 
sold under title I of Public Law 480 from the cargo-preference requirement. This 
is a step in the right direction. Cargo preference is a detriment to foreign trade 
and«should be given consideration as this committee makes concrete recom- 
mendations to the Congress dealing with foreign trade and trade policies. 


Customs procedures 


During the past session of the 84th Congress another important step was taken 
to simplify and modernize our customs regulations. We believe that the proper 
administration of our customs laws is equally important with the systematic 
reduction of tariffs. The work of the Tariff Commission to streamline the tariff 
schedules which originally were enacted in 1930 is of prime importance. Our 
present schedules not only are unduly complicated but are badly out of date. 
Much can yet be done to improve our customs procedures. 


Revival of protectionism 


There are other signs in the United States, however, of a reapperance of the 
spectre of protectionism. We have stressed the importance of exports to the 
welfare of the United States farmers. Exports are especially vital in the dis- 
posal of our burdensome surpluses. We were not encouraged by the platforms 
on foreign trade of both political parties which seemed to indicate that postwar 
gains toward realistic United States trade policies may be in jeopardy. 


Aggressive market development necessary 


The Farm Bureau recognizes that there has been no little criticism by foreign 
governments of our export subsidies. The American Farm Bureau Federation 
would like to see the day when international trade in farm products is conducted 
on a nonsubsidized basis. United States surpluses, created in part by unrealistic 
domestic price-support programs, have caused export subsidy programs to be 
needed. Export subsidies have been necessary in other cases to counteract 
various foreign practices such as multiple exchange rates and direct or indirect 
subsidies on shipping. 

A recent forward step in the development of export markets for United States 
farm products was the transfer of the agricultural attachés to the United States 
Department of Agriculture. 
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Agricultural attachés are in a position to provide valuable assistance to de- 
veloping exports. They can provide essential marketing services. We recom- 
mend adequate financial support for the Foreign Agricultural Service to enable 
it to attract and hold competent personnel and allow sufficient funds to enable 
them to do their job in all important foreign markets. This will greatly facilitate 
collecting, evaluating, and disseminating agricultural information and service to 
those interested in the export of agricultural commodities. 

In conclusion, we would like to stress that Congress by Public Law 480, the 
Agricultural Trade Development Act, has made it possible for us to increase our 
exports to partially dispose of our agricultural surpluses. The United States 
Department of Agriculture in administering the program has done much to de- 
velop new outlets. But the burden of the responsibility rests on the United 
States private agricultural export trade to move quality products which are com- 
petitively priced and vigorously merchandized. Market needs are changing. 
New opportunities for exporting livestock and other high-protein products may 
be developing. Real imagination is needed to make the most of these opportuni- 
ties. For example, the establishment of milk reconstitution plants in under- 
developed countries of the world could make possible expanded United States 
milk exports. 

We believe the time has come to take a realistic look at the export of United 
States farm products and to understand fully that the Marshall aid aspect of easy 
exports is over. The world is now a buyer’s market and quality United States 
products deserve a high place in this market, but only if we build for permanent 
markets with sound trade practices and enlightened legislative policy in both the 
foreign trade and domestic farm programs fields. The farmer has a real stake in 
seeing that these objectives are accomplished. 
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ARM BUREAU POLICY DEVELOPMENT DISCUSSION D132 Le 


HOW CAN WE REMOVE THE 
RM INCOME 
ROADBLOCKS 70 HIGHER NET fa full-time farms? 


Business is good in America. Factories are busy. More people are working than ever 
before in peace-time. Wages are up—and rising. Profits are good 

Non-farm income will reach a new high this year. People are buying more autos, more 
radios, more food—at record rates. 

But TOTAL NET farm income is down. It has been on the decline ever since the post- 
war peak of 1947 (except 1951). 

There were many predictions that farm income would collapse completely after World 
War II. It did not, however, because 
1. We shifted from a war economy to a peace-time economy without a general depression 
2. 5.2 million people have left the farms since 1947. Per farmer income would be much 

less if we had to divide total farm income with more people 
3. Many farmers had an opportunity for off-the-farm employment 
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Why haven't full-time farmers fared 
well in the current business upswing? 
The outlook for efficient farming is 
bright. Yet, there are roadblocks to farm 
prosperity. This Discussion Sheet is de- 
signed to promote a full discussion and 
to get sound recommendations from all 
Farm Bureau members on how we can 
get rid of some of the roadblocks in our 
way. 
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FARM BUREAU STANDS FOR FARMERS 
EARNING HIGH NET INCOME IN SOUND DOLLARS... . 
for better rural living in a world af peace with greater individual freedom! 
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We know that earning a HIGH real income from farming depends on many 
factors. We can control some of them. We cannot do much about the other factors 
—alone. Our income depends partly on producing efficiently what the market 
wants at reasonable prices both here and abroad. It depends, too, on the general 
price level. Government policies affecting taxes, monopoly, labor, and government 
spending, have a big effect on our costs and on the value of the dollar 
Since agriculture is a part of the total economy, good income for us depends 
on— 
1. High employment, increasing output per man properly rewarded, and a good 
income after taxes in the rest of the economy. 
2. A relatively stable, general price level. 
3. ~~ the monopoly powers of labor, industry, agriculture and government 
in check. 
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1950 1951 1952 1953 1954 


WAGES ARE UP! 


INDEX 1947 = 100 OPERATOR'S NET INCOME 
Average annvuc! wage per from morketings per 
employed industric! worker “full-time form 
$4,376 
$3.999 $3 808 
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THE WAR PUSHED PRICES UP! 


War always brings on increased demand for farm products. 
With this demand, prices went up. For instance, let’s 
compare .. . 


——— 


Aug. 1, 1939 Nov. 1941 June 1946 
Wheat (bu.) $0.65 $1.13 $1.86 
Corn (bu.) 0.45 0.70 1.53 


Hogs (cwt.) 6.21 10.22 14.85 
Eggs (doz.) 0.18 0.36 0.38 
Cotton (Ib.) 0.09 0.16 0.29 
Beef (cwt.) . 9.09 11.40 17.30 


As long as war and post-war demands held up, prices went 
up and remained good. These higher prices brought in the 
needed war production. But costs crept slowly upward. 


—AND COSTS ARE STAYING THERE ... 


COSTS ARE STICKY IN FARMING— 
THEY STAY UP WHEN PRICES GO DOWN 


o Clem t iiss tise tia 
150 1920ss923S1930—S—«8935 1945 19301938" 
© Averege of fest Sin Menthe. 
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FULL-TIME FARMERS’ INCOME IS DOWN! 


About 88% of all farm prod- 
ucts sold are produced by 39% of 
our farmers. That’s 2,088,000 of 
them. Most of these commercial 
farms are family units. We 
might call these operators the 
“fully employed” farmers.* They 
have an investment of over 
$20,000 per worker. Income from 
their marketings is down. At the 
same timé, the income of non- 
farm workers has been rising. 
*There are about 3,300,000 “census farmers” 

who have a low farm income because they 
have littl to sell. The special problems 


of underemployed and part-time farmers 
are the subject of Discussion Sheet No. | 


When the war demands dropped 
off, Congress decided to keep 
prices up by government order. 
Then unneeded, price-depressing 
surpluses piled up. And costs 
kept going up, too. Now sur- 
pluses won’t let us get good mar- 
ket prices on this year’s crops. 
So while the rest of the economy 
is moving forward freely, “road- 
blocks” are keeping farmers 
from sharing fully in the general 
prosperity. 
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HERE ARE SOME ROADBLOCKS 
IN THE WAY TO FULL 
ROSPERITY ON OUR FARIS! 


PRICE-DEPRESSING 










. Look over these roadblocks. 

. Study the ways suggested for moving them. 

3. Put a circle around the ways your group thinks are best 
ways for moving. 

4. Or add your own. 5. Discuss them. 


SURPLUSES (See Discussion Sheet 









No. 4)—Six times normal* reserve of wheat, three times normal* 1. Price them to sell 5. Hide them. 

reserve of cotton, over two times normal* reserve of corn— 2. Give them away. 6. Let them spoil. 
these are a few of the surpluses hanging over the market and > : 

holding prices down on this year’s crops. At harvest time, 3. Sell for foreign money. 7. Keep them. : 
Commodity Credit Corporation alone has $7.2 billion invested 4. Prevent them. 8. Make them bigger 
in all agricultural commodities. 9 4 





REDUCED EXPORTS (See Discussion Sheet No. 5)—Exports 
are DOWN 25% from the peak reached in 1951-52. Production 
is up in other countries. Many of our foreign customers are 
short of dollars. They want the BEST QUALITY at the BEST 
PRICE. Sometimes our products have NEITHER. 


1. Reduce barriers to foreign trade. 
2. Expand mutually profitable trade. 

3. Make our products competitive—in price and quality. 
4. Trade for foreign currency and strategic materials. 





1. Increase efficiency and make business larger. 
2. Increase labor efficiency by greater mechanization 
3 


. Get rid of monopoly powers, “featherbedding,” “fair- 
trade” laws, etc. 


. Get wider understanding of why costa go up. 


STICKY COSTS—Costs always go UP more slowly than prices 
—and come DOWN more slowly, too. Labor costs on the farm 
are UP 300% (since i940). The farmer pays for increased 
costs from what he selis and cuts his net income. He pays for 

the increased wage costs in industry, too, when he buys things 

like farm machinery, fertilizer, and fuel. 





. mt = : 7 1. Increase cooperative marketing. 

HIGHER MARKETING CHARGES— Labor costs in packaging, 2. Improve marketing practices—like quality mainte- 
processing, marketing and transportation are UP over 250% nance, better grading. 

since 1940). This is mostly shifted to farmers in LOWER @ ‘Cte ‘ 

prices on what we sell, UNLESS EFFICIENCY HAS IN- ¥ * Eliminate procedures that boost marketing costs 


CREASED OR THE PRODUCT IS IMPROVED. - - - like “featherbedding.” 





MOUNTING TAXES—Over one-third of the average citizen’s : * —— federal and state programe 
income is taken away by taxes. Taxes—those we see (like 2H 1 al bili f al 
income taxes)—and those we don't (like those the other fellow 2 . Have more local responsibility for government 
has paid and passed on)—pile up and pyramid costs at every activities. 


step in the manufacture and distribution of what we sell and 3. Keep more sources of taxes for state and local use 
. Learn how government spending cuts your income 


buy. (See footnote below.) 





1, Let variable price supports help keep supplies in line 
DIVERTED ACRES—When acreages are cut by government with demand. 
order, the farm business—often already too small—becomes > 2. Control use of acres taken out of supported crops to 


even smaller, less efficient. To make up for what they are pre- prevent unfair competition. 





vented from growing, farmers plant other crops—which compete 3. Eliminate acreage controls so each farmer can 
with unsupported crops and depress those prices too. decide what's best to grow. 

EXCESS RESOURCES IN WRONG PLACES—Land, labor, 1. Put some land into a SOUND soil fertility bank 
capital—were drawn into food and fiber production by needed 2. Don’t start new reclamation projects now. 


into agriculture and encourage production in the wrong places, 3. —— ait aes that ee produce for 
of kinds and amounts of farm products not needed to meet eapeer aay 

present peace-time market demand. This increases costs, de- 4. Retire large areas of marginal land. 

creases income, wastes resources and promotes unfair govern- 5. 
ment subsidized competition. 


war demands. Congressional policies continue to bring resources 2 





INEFFICIENT OPERATIONS—It has been estimated that 1. Get more technical information and use it on the 
many farmers could increase their net incomes 25% by using farm. 

the latest information and research findings in production and 2. Learn better farm management. 

marketing with properly combined enterprises. 


“As defined in present farm program laws. 








+ Taxes Continued: Farm machinery, for instance, has hidden “built-in” tax-costs that must be paid before it 
reaches your farm. These “hidden” taxes include: individual income taxes, corporation taxes, socia! security taxes, 


transportation taxes, federal excise taxes, real estate taxes, state sales taxes and other taxes, going back to the iron 
ore in the ground. 
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Ly Vea wlel 13 CAN: FARMERS. DO. IN OUR NEIGHBORHOOD 
TO INCREASE NET FARM INCOME? 


Farm management studies have shown that most farmers can increase net in- 
come by 25% by improving the “factors for profit” on the farm. Which of these 
does your group feel can be improved on most farms in your community? How 


can they get it done? Check mark or write “yes” or “no” as the group agrees. 


Machinery 


Efficient 
Use of Labor 


Good Soil 


Management 
Practices 


Production 
Per Unit 
of Input 





SOME WAYS TO IMPROVE THEM 


Most farms need to be bigger_______.or smaller_____- or are about right___.._--. 


Most farms are producing crops and livestock for which they are best adapted (yes) 
(mo) are more suitable for the production of other products (yes) (no) should be 
farmed more intensively (yes) (no) less intensively (yes) (mo). 


Most farms have too much machinery for present operations ___-_- not enough .____- 
about the right amount ______ the right kind of machinery ___-_-_- machines that are too 
WG: too smal] ______ or out-of-date. _ 


Most farms provide reasonably full-time employment the year round for the operator, 
family workers, and permanent employees (yes) (no). Most farms have slack seasons 
when they could operate with less labor (yes) (no). 


Most farms (are) or (are not) following recommended practices for your area such as 


crop rotation_..______ proper use of lime and fertilizer________ pasture improvement 
scat rotation grazing________. terracing ._..._._.. grass waterways__.__.__ con- 

touring________ strip cropping_____-_-_-. 

Most farms (should) or (should not) be able to increase ___________- per acre yields 

imiincndal eggs per hen _____________ pounds of milk per cow ___________ pounds 

of meat per pound of feed __.._________ acres of crop per worker_____- sieeiebeaedl num- 


ber of livestock per worker. 


Sometime your Farm Bureau may want to appointa 4. What can be done to: Improve market prices? 


Study or Action Committee on special problems. 


Produce better quality? Improve cooperative 


Good anewers to questions like these will help you marketing? 
discover how the problem is reflected locally. Develop voluntary sales promotion programs? 
1. How many farm businesses in your community are QU ecstacy 
too small for efficient production ?__.__-_- What 


available) 


2. Do the farmers in your community know what en- 


ee mee (Like 
credit, markets, government programs, land not 


5. What can be done to cut production costs on the 
SEE Gitictn eornuc neg cpmpecnaieenat parm eenaleama 


6. How can the community get a better understand- 


(like effect of taxes) 


government programs limit their opportunities to 7, Does your community know about such things as: 


produce what pays best?________--______ 


8. Does the present Agricultural Conservation Pro- 
gram encourage farmers to adopt good conserva- 





Following the discussion on “How can we remove the roadblocks to higher net farm income on full-time farms?”, 
your group will want to make recommendations. 


After your recommendation is agreed upon, write it on a piece of paper and send it to your County Farm Bureau. 
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FARM BUREAU POLICY DEVELOPMENT DISCUSSION SHEET NO. 5 


How CAN we Get B/GGER MARKETS 
FOR OUR FARM PRODUCTS? 


tae TE TU TERR UR RAR RRR RRR RRR RRR REESE ES ETE CR TY 


Our ability to sell farm products 
StU 
SNM aa aes os | i 


depends on effective DEMAND. When 
fy a FN WLS 
whole } Pid Pe heli if 


am 


people want something, and can and will 
pay for it an effective demand exists. 

The effective DEMANDS of many 
people make MARKETS. Right now we 
need bigger markets or less production 
of farm products—if we are to get 
higher prices BECAUSE ... 


here is how we earn our income. 
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The A : \ OUR MARKET AT HOME BUT OUR MARKETS ARE NOT 
e American peopie are 7 TAKING ALL THAT'S. AVAILABLE 
buying food and clothing in is GOOD! ——7 


; ¥ 
increasing volume. The demand . +a Ds $0 government held qi 
for some commodities is better . —— een: 
than it is for others. Changes in [THAN 198) " 3 | A 


eating habits are one reason for 
this. For example, we are eating 
LESS wheat and potatoes and 
MORE meat, eggs, fruits and 
vegetables than 15 years ago. 


The outlook for continuing healthy markets for farm products in 
this country is good. If we produce what our customers want, if we 
make it easy for them to buy what we have ... we should do well. 
But our mounting surpluses keep hanging over a good market 

The American people are the world’s best customers for farm 
products, They have good jobs and can pay for food and clothing. They 
are eating better than ever! 


* Valve of C.C.C. Stock in billions of $'s 


... AND OUR MARKET 


ABROAD IS OFF! - OUR CUSTOMERS at home... 


/ 


Farm Products 
Exported as 
% of 1935-39 


{ 


AOC 
CLC 


1945-6 46-7 47-8 48-9 49-50 50-51 51-2 *2-31953-4 


Our greatest loss has been in the foreign market. 
In 1951-52 this market took the production of almost 
1 out of 6 acres. Last year only 1 out of every 10 
acres’ production went abroad. This really affects 
prices! 


WE HAVE AT LEAST TWO IMPORTANT JOBS 1) HOLD AND EXPAND 
MARKETS WE NOW HAVE, AND (2! FIND NEW ONES, BOTH HERE AND ABROAD. 





Every other 
day delivery 


Bulk handling 
from farms 


Increased use of milk 
vending machines 


Larger containers 


Larger pur- 
chasing units 
More direct 
marketing 


More cooperative 
assembling, grading 
and packing 


Improved marketing 
facilities 
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‘We'll buy — where we can get the best PRICE on GOODS 


of the highest QUALITY, 


if we can GET them, when we 


WANT them, and if we have the DOLLARS to pay with” 


Better quality control 
on farms and in plants 


More effective control 
of Brucellosis and TB 


More selling on grade 


Better quality control 
on farms 


More refrigeration ‘in 
transportation 
and in stores 


Improved refrigeration 


WHAT MORE CAN 
BE DONE? 


(List your recommendations) 


Premium milk with 
high fat and low 
bacteria count 


Low fat milk 


Store prices below 
doorstep delivery 


Ready-to-cook birds 
Cut-up poultry 


More quality eggs 
sold in cartons 


More meaty birds 


Improved varieties 
More pre-packaging 





More careful handling 


Better grading and 
more selling on grade 


More frozen foods 


More concentrated 
juices 


Use of lighter con- 
tainers in marketing 


Leaner pork 
Pre-packaging 


Self-service 
meat counters 


More meat-type hogs 


More effective 
disease control 


Program to reduce 
losses from bruises 


BUT BIGGER MARKETS ARE NEEDED FOR OTHER COMMODITIES, TOO... 


What do you think should be done about some other com- 
modities that you are interested in? How can it be achieved? 


|_BY curine coms | iMPRovinG QUAY] BY PRODUCING WHAT CUSTOMER Wu 
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Some farm products can be sold in larger 
amounts ... when we decide voluntarily to do so. 
The beef promotion program is an example. In 
1951, beef and veal buying was down to 62 pounds 
per person. Only 26 million head were slaughtered. 
Prices were off. In spite of pressure to let govern- 
ment “solve” the problem, most cattlemen decided 
that the answer was to sell beef and cattlemen 
knew that government was not a market. They 
united with processors, packers, meat dealers— 
everyone—to sell what our customers wanted. 
Result—39.3 million head were slaughtered in 
1954. Beef and veal consumption rose to 89 pounds 
per person. Cattle numbers began to adjust to 











EXAMPLE 


like Wheat, 
Cotton, Butter 


PROMOTION 
HELPED TO BRING 
CONSUMPTION 3 
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: 5 : demand. Prices strengthened. And no govern 
Pex Capita Concemption of Beat ong Veol. United Bates, 19 mental “check-off” system was used to raise pre 
$0 — — ’ motional funds, 
1948 49 50 5) 52 53 54 


FOR WHAT OTHER FARM COMMODITIES CAN THIS BE DONE? 
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ALL FARMERS HAVE A STAKE-IN OUR EXPORT MARKET -* . 


EXAMPLES OF THE PERCENT OF 


In the peak export year of 1951-52, the products of 
PRODUCTION EXPORTED IN 1953 


16 per cent of our total harvested acreage went into the 
export market. That's one out of six acres. 

The land used to produce this export was equal to the 
entire harvested acreage of Minnesota, Wisconsin, New 
York, Maine, Colorado, and Missouri. 

But this market has shrunk. In 1953-54, exports amounted 
to only 9.5 per cent of our harvested acreage. That's less 
than 1 acre out of 10. . 

We have lost our exports for an acreage about equal to 
ry 21% SOYBEANS the total harvested acreage of Virginia, North Carolina, 
South Carolina and Georgia. 

: Most land used for export crops can also be used for 

ma growing crops for our market at home. 

a And the loss of foreign markets has a direct effect on 
18% LARD our domestic price. For instance, we know that a 1% drop 
Each Symbol — 5%, in total demand for farm products accounts for about 14, % 


(Ain Gi SI 28%, TOBACCO 


“ z B 24% COTTON 
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HERE ARE SOME 
BOTTLENECKS TO 
BIGGER 
MARKETS... 


TOO MANY 
RESTRICTIONS 


SOME 
PRODUCTS NOT 
COMPETITIVE 


PRICES THAT 
ENCOURAGE 
USE OF 
SUBSTITUTES 
OR BUYING 
FROM OTHERS 


LOW QUALITY 


PRODUCTS 
NOT ALWAYS 
AVAILABLE 


drop in prices. 


WHICH WAY OF 
BREAKING THEM 
DO YOU FAVOR? 


. Give products away. 
. Reduce U. S. trade barriers in return for 


concessions from other countries. 


. Encourage other countries to provide 


favorable “climate” for private foreign 
investment. 


. Provide technical assistance to help other 


. Simplify customs procedures. 
. Abolish clauses in government contracts 


which require special consideration for 


. Keep domestic price support programs 


from strangling foreign trade. 


. Tighten up on export grade requirements 


. Use variable price support program to 


move more into consumption when sup- 
plies are plentiful. 


. Aggressive promotional programs 


financed by voluntary means. 


. Tighten grade standards. 
. Work with market agencies for greater 


recognition of quality in buyiag and 
merchandising programs. 


. Recognize quality in price support 


. Promote use of animal products, fruits 


and vegetables. 


. Pay for the diets of low income groups 


here and abroad out of tax money. 


. Make greater use of school lunches. 


. Use outlook and market information to 


plan production to meet market needs. 


. Use market news information to decide 


where, what and when to sell 


. Study consumer preferences to help 


PUT CIRCLE AROUND 
THE ONE YOUR GROUP 
DECIDES IS BEST. CROSS 
OUT THE WORST! 


countries increase their production and 
trade. 


. Increase sales of farm products for for- 


eign currencies. 


. Build stockpile in this country of 


tegic foreign-produced raw mat‘ri.ls 
return for our farm prodvcts 


American goods and use of American 
ships. 


and their enforcement 
Put at least as good a or 
foreign market as our np 


. Insist on proper labeling of synthetics to 


assure fair competition 


. Do nothing. 


programs. 


. More market research to find better 


varieties and better ways of handling 
Do nothing 


Do educational work on nutrition 


. Increase opportunity for people to earn 


good incomes 


determine what to produce and sell 


. Work with distributors 


Do nothing 
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DISCUSSIONNAIRE 





It is a good idea to promote greater use of meat, fruits, vegetables, and dairy 
products. 


It is a good idea to promote greater use of cotton and other farm products. 
Americans are eating less wheat and potatoes per person now than 15 years ago. 
As prices for any farm commodity go down, consumption goes up. 

High rigid supports have encouraged use of substitutes. 


It is impossible to make our farm products competitive with farm products from 
other countries in price and quality. 


Farmers should be forced by law to pay for the promotion of their products 
through a “check-off” system applied to all farm products. 





COMMUNITY. STUDY. AND ACTION PROJECT 


Sometimes your Farm Bureau may want to appoint a Study or Action 
Committee on special problems. 

Good answers to questions like these will help you discover how the 
problem is reflected locally. 


1. How has the marketing of farm products im- 4. Have market promotion programs helped your 














proved in your community? 


. What is being done locally to (1) promote 
quality marketing 
(2) better grading? 


. Are farmers in your community producing the 
type and quality of products consumers want? 


Are these products produced when wanted? 


community market larger volumes? - 


. Does your community have “diverted acres’? 


sxdz If so, how are they being 
used? 


. How would your community be helped by in- 


creased agricultural exports? . 


. How does your community feel about increasing 


imports to expand exports? 





FOLLOWING THE DISCUSSION ON “HOW CAN WE GET BIGGER MARKETS FOR OUR FARM 


WE RECOMMEND 


PRODUCTS?”, YOUR GROUP WILL WANT TO MAKE RECOMMENDATIONS. 


ae RRR MRI FE RI ESN TT AT TTT TTT TS AN RTO 


AFTER YOUR RECOMMENDATION IS AGREED UPON, WRITE IT ON A PIECE OF PAPER 


AND SEND IT TO YOUR COUNTY FARM BUREAU. 
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Exuisir D 
TRADE BARRIERS TO THE IMPORT OF AGRICULTURAL Propucts * 
Belgium 


In the summer of 1954 Belgium-Luxembourg and the Netherlands published 
a common list of commodities freed from quantitative controls when imported 
from the dollar area, including such agricultural products as cotton, tobacco, 
coarse grains, canned fruits, ete. For some products, not on the free list, li- 
censes are nevertheless granted freely. It goes without saying that commodities 
which are subject to protective measures as mentioned above are also subject 
to quantitative restrictions if imported from the United States. 


Canada 


Canada controls grain imports through a trade monopoly but admits most of 
the other United States agricultural export products without restrictions. 
Denmark 

Denmark has, for many years, exercised quantitative control over imports of 
United States farm products by way of foreign-exchange regulations and li- 
censing. Fruits have been especially hard hit, because they have been con- 
sidered luxuries. Recently cotton, tobacco, various seeds, raisins, and some less 
important products have been freed from control. 

Finland 

All United States farm products are subject to quantitative control. 

France 


In contrast to imports from the French Union, which are mostly unrestricted, 
and imports from OEEC countries, which have been partly liberalized, imports 
from the dollar area are all rigidly controlled. The general policy is to make 
no dollars available through the Exchange Office for United States farm prod- 
ucts other than cotton and tobacco. This policy excludes United States fruit 
and many other products, except for relatively small quantities imported through 
compensation arrangements. When a commodity is temporarily in short supply, 
authorization to import the necessary quantities from the United States will 
be made; but when the supply is sufficient, the imports are immediately stopped. 


West Germany 


Apart from cotton, tobacco, and oilseeds, most agricultural products imported 
into Germany from the dollar area are subject to quantitative control. Such 
control is not exercised over many imports from countries belonging to the 
Organization for European Economie Cooperation. Among the important farm 
products liberalized (but not liberalized for dollar imports) are citrus fruit, 
dried fruit and nuts, canned juices and concentrates. Moreover, Germany has 
bilateral trade agreements with a great number of countries, often stipulating 
import quotas for major agricultural products, an indication that the United 
States products are not receiving equal treatment. 

Greece 


No quantitative controls on agricultural imports from the United States, im- 
port licenses being automatically issued when deposit conditions met. Only ex- 
ception is grains, still largely state-traded, but purchased principally from the 
United States. 
ltaly 


Nearly all agricultural imports from the United States are subject to license, 
as are those from all except OEEC countries and their overseas territories, 
tallow being the only notable exception. Imports on private account of most 
commodities from the latter areas have been liberalized. In general, licenses 
for imports of United States agricultural products are granted only if the 
products are considered essential and are not available in Italy or from OEEC 
countries. The tendency is also to favor imports from countries with which 
Italy has bilateral clearing agreements. Italian imports of wheat, which are 
state controlled, are obtained insofar as possible from nondollar areas, in par- 
ticular Argentina and Russia. 


1 From official sources. 
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Netherlands 


In the summer of 1954 the Netherlands and Belgium published a common list 
of commodities which had been freed from quantitative controls when imported 
from the dollar area, including such agricultural products as cotton, tobacco, 
coarse grains, canned fruits, ete. It is claimed that the Netherlands now permit 
free imports of farm products from the dollar area to the same extent as from 
the OEEC area with the exception only of those United States products which 
enjoy an export subsidy. For some products not on the free list, license may 
nevertheless be granted freely. 

Norway 

Most United States farm products are subject to quantitative control in 
Norway. Import licenses are granted on the basis of essentiality of the par- 
ticular import. Considered luxuries, fruits have been severely restricted, while 
most of the cotton and tobacco consumed in Norway is obtained in the United 
States. Price and quality as well as bilateral trade-agreement commitments 
determine the extent to which grains will be purchased here. 

Sweden 

The commodities subject to price regulations and centralized imports (i. e., 
breadgrains, meats, eggs, dairy products, fats, sugar, and tobacco) are generally 
subject to control from whatever source imported. Other United States farm 
products are also subject to restrictions, unless specifically liberalized. Swedish 
dollar liberalization list of late 1954 included such important farm products as 
cotton, rice, dried and canned fruits, fruit juices, hides and skins. Tobacco, 
flaxseed, linseed oil, and fresh fruits are on the so-calied transit-dollar list. In 
these commodities licenses are granted freely, when payment is made in transit 
dollars, available at a premium of about 3 percent. 


United Kingdom 


United States grain and cottonseed oil shipments to United Kingdom are 
not only subject to individual import licenses issued for specified periods, but 
also subject to indirect controls and certain exchange regulations. United 
States cotton is permitted entry under open license. Fresh meat and dairy 
imports were decontrolled by the Ministry of Food in 1955, although United 
States butter, cheese, and meat imports are restricted to special trade arrange- 
ments or issuance of individual licenses. Bacon and ham imports are to be 
controlled indefinitely. United States lard is subject to special import regula- 
tion. Most other agricultural commodities from the dollar area are still pro- 
hibited or subject to special allocations of dollar exchange varying greatly from 
year to year. 


Cuba 


Cuba has no exchange control and requires licenses for importation of agri- 
cultural products only for wheat and rice. Import quotas are issued to importers 
of wheat and flour to control the entry of 202,000 metric tons assigned Cuba under 
the International Wheat Agreement. From time to time Cuba imposes restric- 
tive measures to limit imports for a specified time. During the current year 
(1955-56) imports of broken rice were restricted ; during a previous year imports 
of seed potatoes were limited. 


Chile 


Most imports into Chile are subject to license by the National Foreign Trade 
Council (CONDECOR). Licenses are granted according to quotas fixed on the 
basis of the annual foreign exchange budget which is prepared by CONDECOR. 
Items which are not mentioned in any way in the foreign exchange budget or its 
supplementing regulations are prohibited importation. A tax of 15 pesos per 
United States dollar is assessed on the exchange cover authorized for the import 
license granted. 

The Government agency (INACO) has been the sole purchaser of wheat, beef, 
cotton, and other items. 

Brazil 

Imports into Brazil, with few exceptions, require a prior import permit. The 
principal control of trade, however, is through exchange regulation. All com- 
modities except wheat, petroleum, and newsprint are divided into five categories 
according to essentiality to the economy. Exchange certificates are auctioned 
for each category, with high premiums for the dollar. Single auctions are held 
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for exchange certificates covering imports from the United Kingdom, Germany, 
the Netherlands, Belgium-Luxembourg, and other European countries which 
form an area of limited convertibility in their trade with Brazil. 


Wheat imports are made exclusively by the Government and exchange is made 
available outside the auction system. 


Dominican Republic 


Imports are subject to license, which is issued (without restriction except as 
stated below) upon arrival of imports. Exchange permit is not necessary, but 
all applications for foreign exchange require Government approval, which is 
granted almost automatically for bona fide commercial transactions. 

Agricultural commodities subject to quantitative restriction: Rice imports 
prohibited unless for seed. 


There are no other quantitative restrictions on agricultural commodities. 
Haiti 

Imports into Haiti are not subject to a quota system. Licenses are not re- 
quired for imports of agricultural products, with the exception of tobacco prod- 
ucts. There is a state monopoly which handles all transactions in tobacco 
products. 

Nicaragua 

All imports into Nicaragua are subject to license for exchange control purposes 
only. 
Uruguay 

All merchandise imports into Uruguay, regardless of origin or type of exchange 
involved, are subject to exchange control. A prior import permit usually assures 
the importer of the foreign exchange needed to cover his purchase and is in 
effect a license. 

Principal agricultural commodities and import restrictions : The following farm 
products require import permits; Cotton, tobacco, butter, potato seed, potatoes. 
Peru 

Import licenses are not required on agricultural products but there are dis- 
criminatory duties on the following farm products: Wheat, wheat flour, barley 
malt, fresh pears, canned fruit, dried fruit, canned vegetables, tobacco. 
Switzerland 

Switzerland controls imports of grains and oilseeds through state trading but 
has not controls on imports of tobacco, cotton, citrus, and some other fruit prod- 
ucts. In her controls Switzerland does not discriminate against the United 
States. 

Mr. Boees. We are very grateful for your help, Mr. Lynn. 

Mr. Harrison? 

Mr. Harrison. I have no questions at this time. 

Mr. Boces. Mr. Morrison ¢ 

Mr. Morrison. I think probably in the interest of time I might 
ask only a few things and in this way. Have you sufficiently ad- 
dressed yourself to the questions I raised with Mr. Brinkley ? 

Mr. Lynn. I doubt if I have, sir. 

Mr. Morrison. On the question of the incentive payment program 
for wool, is that in accordance with your ideas of a proper policy ’ 

Mr. Lynn. Well, wool is a very special agricultural commodity. 
We depend on imports for two-thirds of our domestic consumption. 
We only produce one-third. 

I think Congress was wise in setting a goal of 300 million pounds 
of wool as our goal for domestic production. 

We supported the provisions of the wool program—not fully, but 
we had been coming before this committee and the Finance Commit- 
tee over the years, and the wool producers had always been in the 
category of more or less trade restrictionists, due to imports. 
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I could not think of a single agricultural commodity in addition 
to this, where we would consider this to be the right approach. This 
is a special case because wool is a strategic material and we have to 
depend on imports for two-thirds of consumption. It is quite a dif- 
ferent thing if you apply it to wheat or cotton or any other com- 
modity where we are net exporters. 

Mr. Morrison. How about the other commodities on which we are 
on a deficit basis ? 

Mr. Lynn. No, sir. Our current policies would not suggest we 
recommend this type of program for any of them. 

Mr. poe Why? 

Mr. Lynn. I think just for the reasons I have given. If any of 
these comm« oatitine you have in mind—and I do not know what you 
have in mind—could be declared as strategic in time of w ar. certainly 
consideration would be given to them; but I do not know of any such 
commodity. 

Mr. Morrison. I do not know of any strategic commodities, but 
is it your idea that the incentive payment program is more appro- 
priate for strategic than ep commodities ? 

Mr. Lynn. Just to repeat: This is a very special case, in the case 
of wool. We supported this somewhat reluctantly, but we supported 
it. This would be the only commodity I could think of where we 
would give consideration to supporting an incentive payment. 

Mr. Morrison. That is because the others are not strategic. 

-Mr. Lynn. Not as strategic and not in the unusual situation that 
wool is in. = most cases we are producing sufficient for our need. 

Mr. Morrison. Do you think the incentive payment plan is a more 
secure basis for a solution of the wool problem than a price support 
program ¢ 

Mr. Lynn. I doubt if it is. Take the situation with regard 
wool. 

The principal money which is made in sheep—and I believe you 


have an old sheepman up there, for Mr. Harrison, I expect. is very 
familiar with sheep—is not necessarily made on wool; it is on the lamb. 
The producers are recommending now a 48 cents a head equivalent in- 
crease in wool payments. That would amount to 48 cents per ewe. 
A farmer Gees not go into the sheep business on the basis oF cents 
per ewe. The price of lamb has more to do with it than th > price of 
wool. I have said that repeatedly. 

I doubt even with the incentive program that we will reach 300 
million pounds of wool production in the United States. 

Mr. Morrison. If the incentive payment program is not a more 
effective method of promoting increased output than the price suppor 
program, I do not understand why the strategic features have a1 nything 
to do with it. 

Mr. Lynn. I do not make the assumption you have just stated. 
Certainly many of the price support programs which we followed 
were based on the wartime incentive price support programs instigated 
by the Congress, perhaps wisely, in 1943. These provided a great 
stimulus to production. This is so because when vou fix the 6 ice at 
a relatively high level, the farmer will have a great incentive to pro 
duce more than the market will take. Cotton and wheat are two 
examples of this. 
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We are not for such a situation, as you perhaps know. 

Mr. Morrison. That is all. 

Mr. Boces. Thank you very much. 

Mr. Harrison. May I ask a question, Mr. Chairman ? 

Mr. Boges. Go right ahead. 

Mr. Harrison. I notice in your exhibit D, Trade Barriers to the 
Import of Agricultural Products that almost every one of these coun- 
tries has either a complete embargo or a barrier against American 
fruits and vegetables; is that correct ? 

Mr. Lynn. There is quite a bit of that, sir, throughout. 

Mr. Harrison. With reference to your statement about our nego- 
tiators not being sufficiently tough, is it a fact that the importation 
into this ¢ ountry of food products, particularly processed food prod- 
ucts, has been very much increased in the last couple of years? 

Mr. Lyn. I am not specifically familiar with that, but I would 
certainly assume that to be so, as other things have tended to increase. 

Mr. Harrison. In the Netherlands, for example, you say that canned 
fruits have not been freed from quantitative controls when imported 
from the dollar area, yet I have figures to indicate that the Nether- 
lands shipments of canned apples into this country in recent years 
have increased sharply. Would you care to make any comment on 
that in connection with our trade dealings ? 

Mr. Lynn. If I were sitting across the table from the representatives 
of the Netherlands when it comes time to negotiate I would certainly 
be very hardboiled with respect to this and say, “Look—is this a one- 
way street or is this really reciprocal trade we are talking about?” 
That is what I mean by getting a little tougher in our negotiations. 

Mr. Harrison. If the figures show that there has been no abatement 
of restrictions against our processed fruit in the last few years but 
that there has been quite a substantial increase of imports of their 
canned fruit into this country, it would be quite a strong indication 
that somebody has not been ealing very helpfully for the American 
producer ; would it not ? 

Mr. Lynn. It would certainly point that way, sir. 

I believe, sir, along that point, just to repeat, Congressman Harri- 
son, that perhaps if they were a little better staffed at these negotia- 
tions—and it would not cost a lot of money—it would help. I know 
many agricultural people would be willing to pay their own way. I 
believe we could get some good advice from such experts and avoid 
many of the pitfalls. 

Mr. Harrison. I would like to place in the record, Mr. Chairman, 
at this point, a circular sales letter reflecting a Swiss subsidy of apple- 
juice offered for export in the United States. 

Thank you. 

Mr. Boaes. Without objection it will go into the record. 

(The information is as follows:) 

ALBERT A. Herzoe Co., INc., 
New York, N. Y., September 6, 1956. 
Re Swiss concentrated applejuice (boiled cider). 

GENTLEMEN: We represent OVA, Affoltern a/A. who own one of the most 
modern fruit juice producing plants. We can offer you today, on their behalf, 
subject to prior sale and confirmation: 

Concentrated applejuice, 38° Beaumé (71° Brix), which is of brilliant color 
and absolutely free from alcohol, preservatives, or stabilizing agents; filtered, 
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depectinized; passing of United States inspection guaranteed; at the price 
of * e - $1.43 per gallon, c. i. f., New York (ex pier) ; duty paid. 

This is the minimum export price set by the Swiss Government in order that 
shipper might obtain export license and subsidy without which the price would 
be much too high. 

Of this crop, 1955 juice, only a few hundred barrels are available, shipment 
prompt. 

After October we will be in a position to offer you concentrated applejuice, 
production 1956. 

Packing: New iron drums lined with synthetic flavorless acid-resistant resin, 
50 gallons each. Sample on request. 

We hope you will indicate an interest in this offer. Awaiting your kind in- 
quiries, we remain, 

Yours truly, 


ALBERT A, HeERzoG Co. 


Mr. Boees. Thank you very much. 
Mr. Lynn. Thank you. 
(The following letter was submitted for the record :) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D. C., October 3, 1956. 
Hon. HALE Boggs, 
Chairman, Subcommittee on Customs, Tariffs, and Reciprocal Trade 
Agreements, Committee on Ways and Means, United States House of 
Representatives, Washington, D. C. 


DEAR Mr. Boacs: In conversation with the staff of your subcommittee, we were 
informed that the so-called cargo-preference legislation, Public Law 664, 83d 
Congress, was not a subject to be discussed by your subcommittee primarily 
because it has fallen for the last 8 years within the purview of other committees 
of the Congress. We find, however, that during the course of your recent hear- 
ings an attack was made against the Government’s policy in regard to providing 
preference for the movement of Government-generated cargo on American-flag 
vessels, and we wish to reply so that members of your subcommittee have an 
opportunity of hearing both sides of the story. We respectfully request that 
this letter be made part of the printed record. 

The testimony of John C. Lynn, legislative director of the American Farm 

Sureau Federation, contains the following statement: 

“Cargo preference is a detriment to foreign trade and should be given con- 
sideration as this committee makes concrete recommendations to the Congress 
dealing with foreign trade and trade policies.” 

Since 1948 the so-called 50-50 provision has been an accepted part of our 
foreign-aid programs. It should be borne in mind that neither then nor now does 
cargo preference apply to commercial imports and exports. It is related only 
to movements which are generated by United States Government financing or 
Government guaranties which fall outside the area of normal commercial trade. 

The 84th Congress saw several reviews of our entire merchant-marine prob- 
lem, and particular emphasis was placed on the implications and effect of the 
50-50 legislation. House and Senate committees have concurred, after hearing 
testimony of all interested parties, that cargo preference has materially aided 
in maintaining an active fleet of oceangoing vessels under the American flag. 
This is of the utmost concern at the present time when there is a world shortage 
of ship space. 

An established and active American-flag merchant marine capable of expansion 
in time of emergency is an important factor in our national defense and in the 
movement of our present trade volume. The existence of our fleet in large part 
contributes to our ability to hold shipping rates to fair and reasonable levels. 
Lacking our bottoms, rate control would be purely in the hands of foreign ship- 
owners who would dominate and could therefore manipulate our foreign trade. 
It is most important to realize that the very organization which complains about 
cargo preference is at the same time complaining about high ocean rates. An 
analysis of the factors involved would clearly indicate that lacking 50-50, which 
has helped maintain our fleet at its present size, rates would currently be well 
above their present level. 

The question of whether cargo preference has been a detriment to Government 
programs, as reflected in the farm-surplus-disposal problem, has been considered 
by 2 committees of Congress in the last 2 years. In each case it has been found 
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that overall benefits have far exceeded any detrimental effects, alleged or actual. 
In this connection, I should like to call to your attention the fact that in 1955 the 
House Committee on Foreign Affairs, without hearings on the specific point, re- 
ported the Mutual Security Act of 1955 (S. 2090) to the House with amendments 
exempting surplus agricultural commodities from the cargo-preference law, 
whether moving under provision of the Mutual Security Act or the Agricultural 
Trade Development and Assistance Act of 1954. After extensive debate, the 


amendments were defeated on the House floor on June 30, 1955, by an over- 
whelming vote of 181 to 51. 


Furthermore, the Congress has indicated its readiness to relieve in any emer- 
gency or any situation deserving special attention, as evidenced by the recent 
enactment of Public Law 962, 84th Congress (S. 3903), which provided an exemp- 


tion from cargo preference in connection with sales of fresh fruits and the 
products thereof. 


A glance at the status of the farm-surplus-disposal program shows the lack 
of any real foundation for the charge that cargo preference has been a detriment 
to Government programs concerned with the farm-surplus-disposal problem. The 
sale of surplus commodities for foreign currencies is authorized under title I, 
Public Law 480, 88d Congress. Cargo preference is applicable to this statute. 
Public Law 480 carried an original authorization ceiling of $700 million (in CCC 
costs) for the 3-year period ending June 30, 1957. Since the beginning of the 
program, the Congress has twice had to expand the authorization ceiling, cargo 
preference or no. It now stands at $3 billion. As of August 31, 1956, the amount 
of sales programed is in excess of $2.8 billion (in CCC costs). Thus, 9 months 
before the scheduled end of the program, the original goal has been exceeded 
fourfold, and the twice-expanded goal of $3 billion is already over 93 percent 
completed. 


We strongly oppose any change in the present cargo-preference policy which 
could in the long run only weaken our maritime industry and conflict sharply 


with the reported conclusions of two congressional committees in the &4th 
Congress. 


Sincerely yours, 
ALVIN SHAPIRO. 
Mr. Boees. Mr. Stilley? We are glad to have you, Mr. Stilley. I 
vould appreciate it if you would identify yourself for the reporter. 


STATEMENT OF WALTER A. STILLEY, JR., PRESIDENT, STILLEY 
PLYWOOD CO., CONWAY, S. C. 


Mr. Sririey. Mr. Chairman, members of the committee, before pro- 
ceeding with this statement I want to state that the purpose of my 
appearance here is to show that under the present escape clause law 
and administration of same that it is inadequate to grant relief to 
American industries damaged by imports. 

I am president of the Stilley Plywood Co., of Conway, S. C., a man- 
ufacturer of hardwood plywood. I have been a manufacturer of 
hardwood plywood for 35 years. My company is a small business 
concern located in a small community and its continued operation is 
essential to the welfare of the community. 

I am appearing on behalf of hardwood plywood producers having 
plants in 20 of the 48 States. The hardwood plywood industry is 
primarily made up of privately owned small business concerns located 
in communities where the hardwood plywood plant is the principal or 
one of the principal employers. In addition to the employment at the 
plants, many in nearby areas are employed in supplying timber to the 
plants and are dependent on the continued operation of the plywood 
plants for their livelihood. 

In 1951, under GATT, the tariff on most plywoods was reduced 50 
percent, the full amount permitted by law. In 1951, imports of ply- 
wood amounted to 66.7 million square feet; in 1955 plywood imvorts 
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amounted to 627.7 million square feet, an increase of 940 percent. Im- 
ports of plywood from Japan amounted to 12.9 million square feet in 
1951, and 428.6 million square feet in 1955—an increase of 415.7 mil- 
lion square feet or 3,300 percent. 

In 1951 the plywood imports absorbed 7.6 percent of the domestic 
market whereas in 1955 plywood imports absorbed 41.6 percent of the 
domestic market. 

On September 3, 1954, the Hardwood Plywood Institute, a trade 
association representing the hardwood plywood manufacturers, filed 
an application with the Tariff Commission under section 7 of the 
Trade Agreements Act Extension Act of 1951. Public hearings were 
held March 22-25, 1955, and the decision of the Tariff Commission 
rendered June 2, 1955. 

The Tariff Commission, in considering this matter, included in the 
domestic hardwood plywood shipments, plywood made in furniture 
plants as component parts of furniture. The inclusion of furniture 
components over the objection of the domestic industry was unwar- 
ranted, without factual justification, and resulted in a distortion of 
the hardwood plywood consumption in relation to import figures. 
Since the hearing these figures have been used to minimize the effect 
of imports on the domestic industry. 

The Commission made its findings on the basis of the statistical data 
collected from the hardwood plywood producers whose products com- 
peted in the market place with the imports from foreign countries. 
The report of the Commission on the criteria for establishing damage 
under section 7 (b) of the Trade Agreements Act shows the following. 
The table references are to Commission’s report. 

1. Production, Table 5: 

All hardwood plywood including furniture components : enema tose 


1, 093 

Decrease 149 
Hardwood plywood sold in competition with imports: . 

S806 

716 


90 


219 
426 
Increase 207 
Percent 
8. Prices of domestic hardwood plywood, table 138: 
BLS Price Index: 
1 


PT CO nae ais aie niga acces elonas dela eleserentaomensdceashokcoaslantanaetene 


4. Profits of domestic production, table 14, operating profit (percent of sales) : 


Million 
square feet 
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5. Ration of profits to net sales (p. 21): sail 
Mitiion 
Hardwood plywood producers: square feet 


6. Wages, hardwood plywood workers aggregate earnings, 1951—100, table 12: 
Percent 


Decrease 


7. Index of manhours worked, 1951=100, p. 15): 


Decrease 
. Sales (based on 46 companies), table 14: 


Decrease 
9. Proportion of domestic market supplied by domestic producers, table 3: 
Percent 
92.4 
ND ses Sons eh treks tira Mada OK pie ca ace ceed aan de too a oement da ensign ada 78.7 
12.8 
10. Domestic companies operating profits 1951-54, table 15: 


Companies operating at profit: 
42 


4 
17 
The Tariff Commission, in its decision that no injury to the domestic 
hardwood plywood industry was shown, draws the following conclu- 
: sions which ignore statistical findings set out in the report which were 
the results of the Commission’s investigation, summaries of which are 
set out above. 
On page 19 of its June 2, 1955, report, the Commission says: 
This general recession in the national economy brought with it a marked 


decline in production in those industries that constitute principal markets for 
ordinary hardwood plywood. 


This statement is in direct conflict with the statement of the Com- 
mission on page 10 of its report, where the Commission says: 


In 1954 consumption was 50 percent greater than it was in 1947 and more 
( than two times what it was in 1987. 

; Where consumption (sales) of hardwood plywood is on the increase, 
as the Commission found, there cannot be a “marked decline” in the 
use by industries which are the customers for hardwood plywood. 
The Commission chose to ignore the fact that the imports had taken 
the domestic producers’ markets, as evidenced by table 3, which shows 
that the imports had 7.6 percent of the market in 1951 and 37.2 percent 
in 1954. The Commission, on the basis of its investigation, should 
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have found that consumption of hardwood plywood had increased ; 
the shipment of domestic ply wood decreased as the increased consump- 
tion, plus a portion of domestic production, had been absorbed by 
imports cheaply priced. 

dn page 13 of its report the Commission says: 


Notwithstanding this recent deterioration in the industry, 1954 was a year of 
high activity, unsurpassed by any previous year in the history of the hardwood 
plywood industry, except in the record period of 1951-53. 

This statement is factually incorrect, as an examination of the Com- 
mission’s own findings will show. Production in 1947 exceeded 1954 
by more than 10 million square feet, as shown in table 3. There are 
no statistics given by the Commission for 1948 or 1949. The Commis- 
sion says that a year of high activity to be one where 17 plants out of 
46 reported operating at a loss (table 15). Hours worked were down 
14 percent (p. 15) and earnings of workers decreased 13 percent 
(table 12). Profits of the industry declined 50 percent over 1953 
(table 14). In making this unsubstantiated conclusion the Commis- 
sion excluded the years 1951, 1952, and 1953 because, the Commission 
says, these were record years of higher activity than 1954. 

In considering injury why should the Commission have excluded 
the profitable years of an American industry and, in order to avoid a 
finding of injury, used for comparison basis prewar years in deter- 
mining industry production profits, and so forth, in relation to the 
time of injury from imports? Is the basis of a Commission’s escape- 
clause decision to be a current situation in the industry or can it go 
back and choose its facts in order to deny American industry relief? 
For an administrative agency to be able to use its discretion to draw 
conclusions based on carefully selected facts can result in defeating 
the purpose of the provisions of the laws as enacted by Congress. 

Again, on page 24 of its report, the Commission says: 

Moreover, it is quite clear that causes other than increased imports, that is, 
causes largely associated with the general business recession that occurred dur- 
ing this period * * * were important factors in the recession that took place 
in this industry, and that in more recent months, the business trend has been 
upward. 

The Commission decides that where a geheral business recession 
occurs, imports cannot be considered a cause of damage to an industry. 
If such a principle was valid, it was not applicable in this case, as 
during this recession the Commission found imports of hardwood 
plywood increased 95 percent over 1953 and sales of hardwood ply- 
wood, including both domestic and imported, reached an all-time peak 
in 1954. Certainly where there is a recession in the United States, 
Congress intended that the escape clause be used to avert further 
damage to the domestic industries which were already in trouble. 
The Tariff Commission says “No,” that where there is a recession then 
imports cannot be considered a factor. Under such a policy, can Amer- 
ican industry hope for relief under section 7 as now written and in- 
terpreted ? 

It is also apparent that the Commission is of the view that deter- 
ioration must have existed for a long period of time and there must 
be proof positive that deterioration will continue. The fact that the 
injured American industry fights back and makes some headway in 
combating the effect of imports precludes protection under the Com- 
mission’s ruling. If it lays down and dies, then the Commission could 
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find that there is no domestic industry that requires relief. The act 
provides for relief where there is injury or threat of injury ; the Com- 
mission, by concluding that injury must be shown for a substantial 
period with a promise to continue, administratively forecloses relief 
where a threat of injury is established. 

We believe that it was the intent of Congress to permit anticipatory 
injury to be established with relief to be granted to prevent actual 
damage to American industry. Such administrative interpretation 
can be used to close the doors to relief for American industry. There 
is no appeal from the Tariff Commission on the President’s decision. 
So long as administrative interpretations can be used to foreclose re- 
lief, American industry has little protection under the escape-clause 
procedure. 

The decision of the Commission is inexplicable. The timing of the 
filing of our application was unfortunate. Our hearing in March 1955 
came on as the State Department was preparing for its trade negotia- 
tions with Japan. Japan is the principal offender in the sending into 
our markets large quantities of low-priced plywood made with 11- 
cents-an-hour wages. We cannot compete with 11-cents-an-hour 
labor; our wages are 12 to 15 times this amount. Our case was under 
consideration during the preliminary negotiations with Japan and 
was decided when the negotiations were being held. A decision in 
favor of the American hardwood plywood industry probably would 
have offended the Japanese who were being courted so zealously by 
our State Department. We were denied relief. The report of the 
Commission does not support its decision. Your committee may wish 
to inquire into this and other decisions of the Commission which have 
lead American industry to believe that the escape clause, as adminis- 
tered, provides little hope for relief. 

We are frequently asked by Congressmen why we do not go back 
to the Tariff Commission. The answer is that we do not believe we 
could secure relief under the administration and interpretation of the 
law. If relief is denied when the Commission finds that one-third 
of the companies are operating in the red, must many companies go 
out of business before the Commission’s relief is granted? Secondly, 
the present law as administered does not afford adequate relief. There 
must be a provision which will assure quotas or duty in an amount 
related to labor costs. 

Mr. Brossard, chairman of the Tariff Commission, in a letter to 
Senator Sparkman dated July 12, 1956, says: “So long as the above- 
mentioned concessions in the GATT remain in force, legislation in- 
creasing the rates or imposing quotas on articles covered by the con- 
cessions would be inconsistent with the international commitments 
of the United States.” 

The position that appears to be required of the Tariff Commission 
is that establishment of quotas is foreclosed by the foreign policy of 
the United States and its hands are tied. This position conflicts with 
the provisions of section 7 wherein it is provided: 

It (Tariff Commission) shall recommend to the President the withdrawal or 
modification of the concession, its suspension in whole or in part, of the estab- 
lishment of import quotas, to the extent and for the time necessary to prevent 
or remedy such injury. 

Mr. Brossard’s statement would indicate that although Congress had 
directed the Commission to establish quotas, the foreign policy made 
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by the State Department supersedes the law. The question, which is 
clearly presented, is whether Congress has delegated to the State 
Department the regulation of tariffs ‘and for eign tr ade. 

Apparently Congress has surrendered its Tariff -regulating powers 
to the executive branch. This would appear to be so, if the laws of 
Congress cannot be enforced because the State Department, by a trade 
agreement, has tied the hands of the legal agent of Congress. 

We respectfully submit that this committee report to Congress that 
legislation be enacted which will make quotas on imports mandator y 
or duty fixed in relation to labor costs where it is established that an 
undue portion of the American market is being taken by imports 
to the detriment of American producers of a competitive product. 

Mr. Chairman, if you will let me have 1 more minute, this morning 
the speaker in behalf of the Japanese-American Citizens League 
referred to the quota that the Japanese were establishing on com- 
modities, not necessarily ply wood. 

For your information the Japanese set up a quota for one quarter 
for the United States, Caribbean, South America, Canada, and Hawaii 
for 99 million square feet. That was April 1, 1956. Shipments to 
the United States alone in April, May, and June were approximately 
122 million feet and for the month of July alone the shipments to the 
United States were 50 million square feet. 

Mr. Harrison. Thank you very much. 

Mr. E. Martin. I would like to try to get one little point straightened 
out. You referred to correspondence you have had with the Tariff 
Commission in which it was stated that quotas on imports 

Mr. Sritzey. I quoted a letter from the Tariff Commission to Sen- 
ator Sparkman. 

Mr. E. Marrtn. I understand. Did you understand that to mean 
that any quotas under any conditions would violate the international 
commitment ? 

Mr. Srey. Yes, sir; I did. 

Mr. E. Martin. I cannot speak for the Tariff Commission but may 
I suggest that you reread that letter and see if what they did not say 
was that legislative quotas unrelated to the escape clause might conflict 
with our international commitments. 

Mr. Srintey. I don’t have the letter. I just have the quotation 
from it. I am sure if that is the case, our general counsel is here 
and he will be glad to clear that up in a tier to you. I don’t have 

the letter and he does not have it with him, either. 

Mr. E. Martin. I do not think we can get it ultimately settled but 
I make the suggestion that you consider that possibility. 

Mr. Stittey. Will you repeat that, sir? 

Mr. E. Martin. The question I am raising is whether the effect of 
the Commission’s letter was not to say that “legislative quotas which 
were not related to any escape clause determinations might conflict 
with our international agreements. 

Mr. Srmuey. I see what you refer to, Mr. Martin, but I do not have 
the letter here. 

Mr. E. Marty. I have not seen it, either, but I think there must 
have been some misunderstanding. 

Mr. Sritey. I hope it was a misunderstanding. 

Mr. Morrison. Can you tell me what the trend of production in the 
domestic plywood industry has been? 
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Mr. Stititey. You mean at present ? 

Mr. Morrtson. Over a long period. 

Mr. Srittey. The trend of production has been up over a long 
period, sir, and at present production in 1955 was higher than 1954 
but the proportion of the market supplied by American producers 
was less. Plywood imports in 1955 prevented the American industry 
from gaining a portion of the American markets sufficient to restore 
its profit position to that existing prior to the low price material that 
came in and in 1956 production of the domestic industry in the second 
quarter was 26 million square feet less than in the first quarter and 8.7 
million square feet less than the second quarter of 1955. Imports in 
the second quarter increased 29 million square feet over the last quarter. 

[ understand the BLS price index for hardwood plywood is lower 
in 1956 than 1955. This index does not reflect the actual pricing, as 
prices are not so good from a small plant such as I operate. 

Getting back to the price situation in relation to the increase, you 
will recal] the minimum wage increase of 3314 percent. Even though 
you were paying the equivalent it meant your wages go up. It 
increased our cost in my case approximately 15 percent. We, at the 
time, due to foreign plywood, were unable to pass all of the increased 
cost along. I will say in the last 60 to 90 days we have been forced 
to bring our prices back where they were in January, so we are virtu- 
ally operating—and I think it is true of everybody in the industry- 
on no profit. We can’t get it. Only last week I lost a large account 
o Japanese plywood in which the manufacturer was quoted in large 
ots a price of $52.50 cut to size. The very cheapest I could make it 
‘or without profit would be $100. That was delivered. Operated to 
make it on a profitable basis the price should be $110. That is a situ- 
ation as far as I am concerned and I think everybody in the industry is 
in about the same fix. 

Mr. Morrison. I am thinking of the problems of the Tariff Commis 
sion when it is confronted by a situation in which an industry has 
been expanding over a long period and perhaps much of the expansion 
having occurred under the reduced rate of duty that you complained 
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about. 

Mr. Sriztey. No, sir. Expansion didn’t oceur, I give you our per- 
sonal experience. The first trouble that I had, first business we lost 
was In 1952 and 1953 on the west coast. 

Mr. Morrison. When did your mill enter the business? 

Mr. Stitiey. This particular plant was started in 1932 but I have 
been manufacturing plywood for 35 years. We, at the time we are 
talking about, were not operating at production and the hardwood- 
plywood industry can produce far more plywood than it is producing 
today and could have during any of these periods we mentioned. 

Mr. Bocas. Any further questions? Thank you very much. 

Mr. Stititey. Thank you. 

Mr. Boees. Our next witness is Mr. Millard Cox. 


STATEMENT OF MILLARD COX, GENERAL COUNSEL, KENTUCKY 
DISTILLERS’ ASSOCIATION 


Mr. Cox. Mr. Chairman and gentlemen, my name is Millard Cox. 
I am general counsel for Kentucky Distillers’ Association, which is 
a trade organization composed of 20 distilling companies operating 
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forty-odd distilling plants out of the sixty-odd located in the State 
of Kentucky. I am also authorized to speak for the Distilled Spirits 
Institute, which is a national trade organization of distillers whose 
membership includes distilling companies located in all of the States 
where distilling operations are conducted in the United States. 

My testimony addresses itself to the subject of restrictive trade 
practices engaged in by foreign countries, which ae as paragraph 


(g) on page 2 of the committee’s press release of August 31, 1956, 
announcing these hearings. 

Following the adoption by Congress of the Trade Agreements Act 
of 1934, oan acting pursuant to its provisions, the President on No- 
vember 15, 1935, signed a trade agreement with Canada under the 
terms of which the then existing import duty of $5 per proof gallon 
on whisky was reduced to $2.50 with respect to whisky which had 
been aged in wooden containers for 4 years or more. 

The signing of this first trade agreement with Canada was an- 
nounced by the State Department on November 18, 1935, and in doing 
so the Department gave the following reason for having included 
whisky in the list of products on which the United States would grant 
concessions : 

During the period of prohibition in the United States, large quantities of whisky 
of American type—rye and bourbon—were manufactured in Canada. With the 
end of the prohibition period, Canadian distillers were left with great stocks 
of American-type whisky for which Canada afforded only a small market. The 
shortage of properly aged whisky in the United States since the repeal of the 
prohibition amendment has created a demand for this Canadian supply. The 
50-percent reduction in the heretofore high duty of $5 per gallon applies also 
to Scotch, Irish, and all other whisky aged 4 years or more in wood. 

Regardless of the validity of the original reason for including 
whisky as an item for import concessions under the first Trade Agree- 
ments Treaty, it was not long before the situation in the United States 
was vastly changed due to revival of legitimate distillery operations. 

By 1939 there were ample supplies of aged domestic whines avail- 
able, and there have been ever since. Nevertheless, whisky has been 
included as an item of import concession in each renewal of the trade 
agreement with Canada and the United Kingdom. 

On January 1, 1948, the duty was again reduced, and on June 6. 
1951, a further reduction was made except as to Scotch and Irish 
whisky, which was continued at the $1.50 rate. 

Under the Trade Agreements Extension Act of 1955, authority was 
delegated to the President to reduce present rates of duty as much as 
15 percent over a 3-year period; and on June 6, 1956, the Department 
announced that the maximum reduction permitted under the act would 
be granted Scotch whisky, thereby reducing further the tariff on this 
product to a new low of $1.27 per gallon or approximately 2514 cents 
per bottle. 

With each proposed reduction in the tariff on Scotch whisky, Ken- 
tucky Distillers’ Association has filed with the Committee on Reci- 
procity Information a memorandum-—not opposing reciprocal trade, 
which we endorse, but pointing out the inequity of permitting Scotch 
whisky to enter the United States in unlimited quantities subject only 
to nominal import duties, while whisky of American manufacture 
was virtually inane altogether from the United Kingdom under 
their restrictive trade policies. ; 


i 
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The most recent effort of our association, in urging responsible offi- 
cials of our Government to lend their aid in correcting this situation, 
took place in October 1955. At that time and pursuant to a notice of 
public hearing issued on September 21, 1955, announcing our Gov- 
ernment’s intention to conduct trade agreement negotiations with 25 
countries, including the United Kingdom, we filed a memorandum with 
the Interdepartmental Trade Agreement Organization and the Com- 
mittee for Reciprocity Information and appeared personally to pro- 
test the inequitable treatment of American whiskies under the British 
token import plan as compared with the liberal treatment accorded 
Scotch whiskies under the restricted import situation prevailing in 
the United States. 

This protest was a repetition of eight similar protests made over the 
past 17 years as follows: February 1938, June 1941, December 1946, 
February 1947, November 1948, May 1950, September 1951, and Sep- 
tember 1954. 

The notice of hearing of September 21, 1955, contained the following 
invitation to which we were encouraged to respond : 


There is no limitation of the products on which the United States may request 
concessions. Domestic producers or exporters interested in developing markets 
in other countries involved are invited to present suggestions to the Committee 
for Reciprocity Information as to products on which concessions should be sought 
in varous countries and the extent to which existing customs treatment should 
be modified to permit development of trade in those markets. 


Having filed our memorandum in response to the foregoing invita- 
tion, we received no further word on the subject except through the 
medium of the public press of June 6, previously referred to, announc- 
ing that import duties on Scotch whiskies would again be lowered. 

This is the way the situation stood when brought to the attention of 
the Senate of the United States on July 16, 1956, by Senators Clements 
and Humphreys of Kentucky and in a jointly sponsored resolution 
(S. Res. 314), which deals with the problem so briefly and forcefully 
that I want to take the liberty of adopting it as a part of my statement. 
It reads as follows: 


LESOLUTION 


Whereas it has been the commercial policy of the United States, ever since 
the repeal of national prohibition on December 5, 1933, to permit the importa- 
tion and distribution in this country of distilled spirits of all countries of the 
world, freely and without restriction except for the payment of import duties; 
and 

Whereas over the period of the last 20 years, and under the provisions of the 
Reciprocal Trade Agreements Act, the import duties on distilled spirits have 
been steadily reduced to a point where the tariff on such products is compara- 
tively negligible in amount; and 

Whereas the Department of State, in press release dated June 6, 1956, an- 
nounced a further reduction in the tariff on Scotch whisky as a concession to the 
United Kingdom; and 

Whereas one of the principal beneficiaries of these commercial favors has 
been the distilling industry of Great Britain; and 

Whereas the quantity of distilled spirits from Great Britain has more than 
loubled since 1942; and 

Whereas during the same period there has been a decrease in total consump- 
tion of domestic distilled spirits; and 

Whereas the result of the United States commercial policy toward distilled 
spirits imports has made had the effect of turning over to foreign manufacturers a 
considerable portion of our domestic markets for these products; and 
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Whereas most of the foreign markets of the world and especially Great Britain 
have been closed to distilled spirits of American production because of trade 
tarriers in the form of prohibitive tariffs and import quotas; and a 

Whereas a conspicuous example of such trade barriers is the British token 
import plan, under the provisions of which the entire importation of American 
whiskies into the United Kingdom is limited to approximately $1,900 worth 
per year; and 

Whereas by contrast the United Kingdom exported to the United States last 
year Scotch whisky valued at more than $68 million and this amount is on the 
increase; and 

Whereas British nationals traveling in this country are able to purchase at 
will, in the United States, products of their country, but American tourists in 
the British Isles are unable to buy American whiskies because of the existing 
trade barriers previously referred to: Now, therefore, be it 

Resolved, That it is the sense of the Senate this unfair and inequitable trade 
situation should be brought to the attention of the United States Committee 
for Reciprocity Information and the United States Tariff Commission, with 
the request that efforts be made to correct the conditions hereinbefore described, 
and that a report on the matter be rendered to the Senate during the first regu- 
lar session of the 85th Congress. 


The resolution was referred to the Committee on Finance which re- 
ported it favorably and recommended its passage by the Senate. The 
report by Chairman Byrd (Calendar No. 283, Rept. No. 2776, 84th 
Cong., 2d sess.) made on July 25, 1956, reads as follows: 


The Committee on Finance, to whom was referred the resolution (S. Res. 
314) favoring an investigation and report to the Senate on alleged inequities 
in the policy of the United States with reference to imports of distilled spirits, 
having considered the same, report favorably thereon without amendment and 
recommend that the resolution do pass. 


GENERAL STATEMENT 


The United States has for many years followed the policy of permitting the 
importation of distilled spirits from foreign countries and their sale in the 
United States on equal terms with the products of domestic distillers, except for 
the payment of the import duties applying to each particular type of product. 
These import duties have been the subject of various trade agreements and have 
been steadily reduced to the point where there is comparatively little protection 
left. The latest of these tariff reductions became effective on July 1, 1956. 

The United States has made many concessions on distilled spirits to various 
countries of the world during recent years and the impact of increased imports 
resulting from those concessions has been especially severe in view of the fact 
that consumption in the United States has been decreasing. The net reult is 
that foreign distilled spirits have been replacing those of domestic origin and 
foreign jobs continue to replace jobs in American industry. 

Imports of Scotch whisky in 1955 amounted to more than $68 million and if 
the present level of imports continues the figure will be much larger for 1956. 
The reverse of this trend is found in exports of United States distillery products. 
For example, distilled spirits from the United States are not permitted to enter 
the markets of the United Kingdom except in negligible token quantities. 
United States exports to the United Kingdom in 1955 amounted to less than 
$2,000. This means that the great many tourists from the United States who 
travel in the United Kingdom each year find that only local spirits are available 
to them and they cannot obtain American brands. 

In reporting favorably on Senate Resolution 314, the Finance Committee ealls 
attention to the apparent lack of reciprocity in this instance and directs the 
attention of interested Government agencies to the situation. The studies and 
reports asked for will be of considerable assistance to the Congress in deciding 
anes action with regard to trade agreements and other phases of customs and 
tariff matters. 


Senate Resolution 314 was passed unanimously by the Senate on 
July 26, 1956. 

The passage of Senate Resolution 314 has provoked favorable edi- 
torial comment both in this country and in the United Kingdom. 


CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 427 


The following are typical: 


{From the Louisville Times, July 30, 1956] 


This paper has said a great many times that if Americans want to sell abroad, 
we must allow other countries to sell to us. But the reverse is also true. If 
foreign countries want to compete in the American market, they must allow us to 
compete in their market. That is what is meant by reciprocal trade. Artificial, 
uneconomic trade barriers on either side of the ocean ultimately will damage 
both sides. 

Thus we endorse a Senate resolution, offered by Kentucky’s Clements and 
Humphreys, which orders an investigation of “unfair trade barriers” against 
American whiskies in other nations, particularly the United Kingdom. 

According to the resolution, American imports of Scotch in 1955 were valued 
at $68 million. But Britain, according to the resolution, arbitrarily limits im- 
portation of American whiskies to about $1,900 a year. This level has been 
maintained despite the fact that the United States has permitted importation 
of increasing amounts of Scotch by lowering the tariff from $5 to $1.27 a gallon, 
Millard Cox, counsel for the Kentucky Distillers’ Association, says. 

This, clearly, is something less than reciprocity. The Senate resolution asserts 
that because of tariff concessions on imported liquors, they have been replacing 
to some extent American whiskies in the American market. 

Mr. Cox says the distillers have no complaint about Scotch coming into this 
country. But they do want British restrictions eased enough to supply American 
tourists in England with American whisky if they wantit. That seems fair to us. 

It also seems fair enough to a couple of British groups. Last summer the 
British Travel and Holiday Association and the Scotch Whisky Association both 
called upon the British Board of Trade to allow more American whiskies to 
enter Britain. Some British papers supported the request, the Evening Standard 
saying: “This is a request that the Board of Trade should agree to without 
delay.” 

In any case, an investigation into the merits of the American distillers’ com- 
plaint is in order. For a variety of reasons, we should hate to see an American 
effort made to curb the imports of Scotch, yet something of that sort is likely to 
happen if the facts are as the distillers and the Senate resolution have reported 
them. 


{From the Aberdeen (Scotland) Press and Journal, July 27, 1956] 


It would be disastrous to Scotland’s greatest dollar-earning export if the 
United States banned the import of Scotch whisky. The American Senators who 
are agitating for this action may be using blackmailing methods but they might 
possibly succeed. 

The price asked for the survival of Scotch whisky on the American market 
is the relaxation of British import restrictions on the American product—th« 
rye and bourbon whisky of Kentucky and other States. It is not too heavy if 
the threat is serious. 

The Scottish distillers have been urging the Government, without success, to 
allow more than the present token import of American whisky. They are pre- 
pared to accept the competition on the home market because they cannot afford 
to lose the immensely valuable United States market. 

It is time the Government awakened to the seriousness of the situation. The 
comparatively small amount of dollars spent on increasing American whisky 
imports could avert the permanent loss of many more dollars in a vital export 
trade. 


In the presentation of our case before your committee, Mr. Chair- 
man, it is our hope that the Ways and Means Committee, and subse- 
quently the House of Representatives, will join with the upper House 
of Congress in taking such steps as may be necessary to bring about 
an adjustment of the inequities of the trade situation which I have 
presented to you today. 

I thank you, Mr. Chairman, for having allowed me the time to make 
this statement on behalf of Kentucky Distillers’ Association and the 
Distiied oprie —— 
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Mr. Boces. We appreciate your statement very much. Are there 
any questions ? — 

f you have any further information you may submit it for the 
record. 

Now, Mr. Coleman, we will hear from you. 

Mr. Harrison. Mr. Coleman is a very distinguished citizen and a 
constituent of our colleague, Congressman Abbitt. He has a very 
unusual problem with which I am somewhat familiar. 

Mr. Boaes. Before you proceed, I would like to submit for the 
record a statement addressed to our colleague and member of this 
subcommittee, Congressman King, from Mr. Charles R. Carry, execu- 
tive director of the California Fish Canners’ Association. Without 
objection, the statement will be entered into the record. 

(The material referred to is as follows :) 


SEPTEMBER 19, 1956. 
Hon. Cecti R. KINe, 


House of Representatives, Washington, D. C.: 

Have sent following wire to Chairman Boggs concerning our scheduled appear- 
ance before your subcommittee: 

“Since wiring on September 7 requesting opportunity present canned tuna 
industry including California Fish Canners Association, its officers, members, 
and directors have been cited by Federal Trade Commission for among other 
things a policy and practice ‘of restricting and limiting the importation of Japa- 
nese tuna into the United States.’ Since all of our activities in this regard were 
based on what we believed to be our constitutional right to petition the Congress 
we are now uncertain what course we may pursue to protect the health and 
prosperity of this industry. We are therefore forced to cancel our appearance 
before your committee pending a clarification of the charges against this asso- 
ciation by the Federal Trade Commission. If your committee feels as we do 
that the situation now confronting this industry falls exactly within the scope 
of the investigation currently being made by your honorable committee and wishes 
to send counsel to investigate our problem, we will be pleased to furnish any 
information or documentation requested.” 


Would appreciate your seeing to it that our wire gets into record of hearing. 
Regards, 
CHARLES R. Carry, 
Executive Director, 
California Fish Canners Association, Inc. 


STATEMENT OF EDWARD C. COLEMAN, CHAIRMAN, LUGGAGE & 
LEATHER GOODS LOCK MANUFACTURERS ASSOCIATION 


Mr. Coteman. My name is Edward C. Coleman, and I am chairman 
of the Luggage and Leather Goods Lock Manufacturers Association, 
which association represents most of the American manufacturers of 
luggage and leather goods locks. 

We wish to state that foreign imports of luggage locks have increased 
greatly and are sold at prices in many instances at or below our cost. 
We state without reservation that, as an industry, we are fearful of 
being put out of business under present tariff rates. 

While the association for which I speak has been formed only re- 
cently, the companies who are members of the association have been 
in the business of manufacturing luggage locks for many years, and 
have been in vigorous competition with each other. The severity of 
this competition is prgbably the reason why we have not heretofore 
formed an association, but being confronted with the prospect of the 
loss of our various businesses on account of import competition, we 
have at long last organized to combat destructive import competition. 
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We all hope to be able to continue in domestic competition. We do 
not want to abolish imports, nor do we want imports to abolish us. 

From time to time American lock manufacturers have gone out of 
business as a result of the superior competitive ability of other manu- 
facturers, and we expect this in the competitive economy in which we 
live. As long as we are subject to approximately the same Govern- 
ment regulations, wages, and taxes, we do not consider that the Govern- 
ment has the function of keeping any of us in business. That is our 
individual responsibility. 

However, when we are threatened with the loss of our businesses on 
account of competitors whose labor costs are so much lower than ours 
and who do not bear the staggering taxation cost that we have, we 
do believe that it is a proper function of Government to do something 
so that we shall have at least an even competitive chance of keeping our 
workmen employed. 

Luggage locks have been imported for many years, but in recent 
years imports have increased sharply. Several of us have lost very 
large accounts to importers. The reason we lost the accounts is that 
the imported locks were available at prices near or below our cost of 
agorians = As an illustration, I would like to read a letter received 

y my firm from a prominent luggage manufacturer, under date of 
November 24, 1954, from the largest manufacturer of its kind in the 


country, addressed to the Long Manufacturing Co., Inc., a member of 
this association : 


I find it very difficult to write this letter as I had hoped by now to be placing 
my first order with you on your S—66 lock. However, since your visit to our 
plant we have found a new lock, which incorporates everything we have been 
looking for in a low-priced lock. 

Here are its features: High polish finish, full throw hasp, rotating tumbler 
in the keyhold, and an elongated hasp. The significant thing about all this is, 
with all these improvements we have been able to buy these locks at a price 
lower than your quotation, even reflecting the additional savings of rivets and 
labor application. 

We showed this new lock to several of our buyers who indicated that they 
preferred this style to Presto’s $18 lock. I am quite sure you will agree with us 
that with an opportunity such as this we had no choice but to take advantage 
of it. 

The only consolation I can offer is that it is a foreign made lock. We are 
quite certain no domestic manufacturer can touch this value. Some of our 
competition has already featured this lock, so undoubtedly you have heard of 
this value coming on the market within the past few months. 

We wish we could offer you some encouragement even at some future date. 
However, conditions as they are, just as long as this value is available we are 
ibliged to take advantage of it. 


Thank you for all the time and trouble you have spent in developing our 
interests. 

Gentlemen, the lock which lost the business was made by the Long 
Manufacturing Co. and was priced at $13.80 gross. Please note that 
the foreign lock was considered better than another lock made by Presto 
Lock Co. of New Jersey which was sold at $18 gross. 


Under date of November 23, 1954, addressed to the same Long Manu- 
facturing Co., Inc.: 


Yours of November 9 at hand, and wish to advise that I have received samples 
of the S—38 lock and they look very good. I think we could get by with them on 
the majority of our cases, but you still aren’t competitive with the import locks 
as I showed Coleman when he was here of $10.50 2 gross. 
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Gentlemen, our S—38 lock was priced at $12.60 per gross. 

We do not believe that our industry can expect to continue long in 
business unless the Government imposes a reasonable protective tariff 
on imports. Under the Tariff Act of 1930 luggage locks were orig- 
inally dutiable at 45 percent ad valorem, but this rate has been reduced 
through the trade agreements program until it is now 22.5 percent. 
Bear in mind that this ad valorem tariff is assessed on the foreign value 
of the goods, that is, the price at which they are sold in E ngland or 
Germany and in other countries. It has no relation to the price at 
which locks are sold in the United States. Since the foreign value of 
locks is so low, the amount of duty is commensurately low, and the 
tariff duty does not now give us a reasonable measure of protection. 

We are convinced that unless the United States gives a reasonable 
measure of tariff protection to its manufacturing industries, at least 
those in which labor costs are a relatively important part of the total, 
there is going to be widespread damage to our economy. 

So far as we can see, the escape clause principle could supply reason- 
able protection to American industry if the officials of the executive 
branch have a sincere wish to carry it out and if the enabling law is 
amended to eliminate the present unreasonable limitation on the power 
to increase tariffs, as developed hereinafter. 

But first we want to point out an illustration of how executive of- 
ficers have it in their power to frustrate American industries in their 
efforts to obtain protection. We do not charge that these officers have a 
deliberate intention to frustrate American industry, because we cannot 
divine their personal thoughts or motives. But their actions can have 
this result, whether or not deliberately intended. 

As indicated above, our industry has been suffering from increas- 
ingly intensive competition from imports for sever al years. About 
2 years ago, we started to do something about it. Our first step was 
to try to get official statistics of imports, but we learned that the sta- 
tistical classification for luggage hardware had been discontinued. 
Luggage locks, although highly fabricated and assembled articles, 
are now included in a classification along with washers, screws, and 
rivets, all of which are automatic-machine products. This is ob- 
viously an inappropriate grouping and serves to obscure the magni- 
tude of lock ae 

We tried to get a special study of lock imports but were turned 
down by the C ensus Bureau. We tried to learn why, and months later 
the Tariff Commission advised us that Census had denied our request 

because there were only two importers and their “confidential” rule 
precluded a special study in such circumstances. 

Ve presented evidence that there were many importers and that 
imports were of such magnitude as to warrant a separate statistical 
class 

Section 484 (e) of the Tariff Act of 1930 provides, in effect, for a 
Board 1 ‘opresenting the Tariff Commission and the Departments of 
Commerce and Treasury to determine appropriate statistical classifi- 

cations of imports. The Tariff Commission agreed with our request 
and recommended it. We received informal advice that the Census 
Bureau would no longer opose us, so we thought we would at last 
get authentic information of imports not later than January 1, 1957. 

Then the Census Bureau threw another curve. They adopted a 
policy of establishing new import statistics only at 5-year intervals 
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and said they would be willing to consider establishing a class for 
luggage locks in 1959. This promotes only more and more frus- 
(ration, and we sincerely hope that Representative Harrison will 
reintroduce his bill (H. R. 12365) in the 85th Congress, and that 
it will be promptly enacted. This bill does not increase the present 
tariff, but by reclassifying luggage locks under the lock paragraph 
of the tariff, where Congress intended them to be in the Tariff Act 
of 1930, it will result in a proper statistical class and will be in the 
right direction. 

We ask this subcommittee to give serious concern to the present 
law that restricts unreasonably the President’s power to increase 
tariff rates. This factor has been pretty largely overlooked in the 
trade-agreements program heretofore, since most of the pressures 
have been for reduction of tariffs. However, in view of the stress 
placed by the administration and other supporters of the program 
on the escape clause, it seems to us that the legal authority to increase 
duties should receive attention. 

The committee will recall that when this program was adopted in 
1934, the President was authorized to increase or decrease rates then 
existing by not more than 50 percent. When the President’s authority 
was modified by the Congress in 1945, he was given additional author- 
ity to decrease duties as much as 50 percent below the rates then 
existing. The reason for this increased grant of authority was that 
the President had already made reductions of 50 percent with respect 
to a good many commodities then, and it was felt that in the case of 
some of them further reductions should be permitted. 

However, at the same time Congress gave the President new author- 
ity to make cuts in our tariff, it reduced his power to increase the 
duties; it tied the authority to increase duties by 50 percent also 
into the 1945 rate. Take an illustration, the case of luggage locks. 
In 1934 the rate was 45 percent ad valorem. The President was then 
empowered to reduce that rate of 22.5 percent, or to increase it to 
67.5 percent. Under the trade agreement with the United Kingdom 
he exercised authority to reduce the tariff to 30 percent, effective 
January 1, 1939. This was the rate existing in 1945. Under the 
modified authority of the 1945 law, the President could reduce the 
duty to 15 percent, but he could only increase it to 45 percent. He 
has reduced it to 22.5 percent, which is the present rate. 

When the 1945 law was under consideration, the primary emphasis 
was on the question of whether the President should be given addi- 
tional tariff-reduction authority. No attention seems to be given to 
the question of whether the power to increase tariffs should be cur- 
tailed. We do not know whether this curtailment of legal power to 
protect American industry was a “sleeper” slipped in by the free 
traders or whether it was an oversight, but we do firmly believe that 
it resulted in a serious blow to the industries that are dependent on 
tariff protection. 

Turn now to the present law, the Trade Agreements Extension Act 
of 1955, which increased the power to reduce tariffs. Section 350 
(a) (2) (A) which says the President shall not proclaim rates more 
than 50 percent higher than the rate existing on January 1, 1945. 
This is the same under the 1945 law. 

We take this to be an acknowledgment of the principle that when 
additional power is granted for the President to reduce tariffs, it 1s not 
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necessary to curtail his power to increase tariffs. We accept this as 2 
sound principle and believe it is appropriate and necessary if the 
escape clause is to be more than mere words. 

We submit, however, that the 1955 law is only a belated recognitio: 
of the principle and its application is not adequate. Specifically, the 
principle should have been recognized in 1945. 

If, in 1934, it was appropriate to give the President authority to 
increase tariffs 50 percent above the then-prevailing rates, why was 
it inappropriate for that authority to be continued in 1945? We be- 
lieve there is no answer to this question and that the reason that th« 
1945 curtailment of protective authority went through was that the 
attention of the opponents of the trade agreements program was 
focused on the tariff-cutting power. 

Consider that since 1934 the rates stated in the United States tariff 
have on the average been reduced by the President by approximately 
50 percent. Of course, many rates have been reduced the full 75 per- 
cent permissible, but others have been reduced less than 50 percent, 
so that on the average the tariff has been about cut in half. But this 
refers only to the reduction in the formal rates. Actually, in this in- 
terval, the average level of the tariff has been reduced by 75 percent. 
This results from the fact that many of the duties, especially on arti- 
cles imported in great volume, are stated in terms of specific rates, that 
is, So many cents or dollars per gallon, ton, pound, and so forth—as 
the price level increases, the incidence of the specific tariff decreases. 
At the time the Trade Agreements Act was passed the United States 
tariff averaged about 50 percent ad valorem on all dutiable imports. 
It now averages about 12.5 percent ad valorem on all dutiable imports. 

Yet, in the face of this startling reduction in the protective level o1 
our tariff, the President’s authority to restore any reasonable measure 
of protection has been severely curtailed by the 1945 law. This arti- 
ficial and unreasonable limitation of the President’s power should be 
eliminated and the authority to increase tariffs should be restored to 
what it originally was under the Trade Agreements Act of 1934. This 
can be accomplished by striking out the date “January 1, 1945” in sec- 
tion 350 (a) (2) (A) and inserting in lieu thereof the date “June 12. 
1934.” 

We think it is essential that Congress adopt this amendment so that 
it will let the people in the State Department and other executive agen- 
cies know that the Congress regards the escape clause as of vital im- 
portance, and as intended to work and not as just a group of words 
designed to garner votes for a free-trade program. 

One result of the severe curtailment of authority to increase taritis 
is that in some cases the maximum increase permitted by the present 
law is too small to permit the industry to continue in business and 
accordingly the Tariff Commission has to recommend that absolute 
quotas be put on imports. 

Now, there may be cases in which absolute quotas are desirable, but 
our feeling is that as a general proposition absolute quotas on trade 
are contrary to the fundamental American system of enterprise. They 
promote Government interferences with trade, and if carried to their 
logical conclusion will result in systems of licensing whereby importers 
must obtain specific permission from bureaucrats for each item of thei! 
daily business. This thesis has been well developed by defenders o 
GATT in explaining the anti-quota rules of that agreement. 
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We do not say, of course, that absolute quotas are always bad. 
There may be some situations, “especially of short-term duration, where 
an absolute quota is necessary to preserve the domestic industry. But, 
as a general proposition, we are convinced that the system of tarifl 
protection is much more in conformity with the American system of 
enterprise than are absolute quotas. Businessmen can adjust to tarifls 
and rely on their individual judgments. Quotas make too man) 
business decisions subject to governmental whim or veto. 

Accordingly, we believe that any provision of law which artificially 
promotes a “general system of quotas on imports is vicious. If the 
Congress will restore the tariff-increasing power to what it was under 
the original Trade Agreements Act, much of the compulsion toward 
direct Government interference in business will be removed. 

We thank the subcommittee for this opportunity to express ou! 
views. 

Mr. Boees. Thank you very much, Mr. Coleman. 

Mr. Harrison. Your problem as you have explained it is somewhat 
different from what I understood from Mr. Abbitt. I understood you: 
problem is this—you could not get the proper statistics on which to 
submit an application for an escape-clause remedy. 

Mr. Coteman. That is true, Mr. Harrison. We were given q 
a runaround, still are, by the Census Bureau, despite a recomme 
tion of the Tariff Commission they set up this specific classificat 

Mr. Morrison. Did not the Tariff Commission say they would a 
cept an application without the import data that you found difl 
to secure, or found it impossible to secure ? 

Mr. Coreman. Yes, they have said that, and it is thei 
understand, to approach it on that basis. 

Still, we are a very small industry. The burden of preet, 1p 
ourselves to make a case. If the case is to be successful, and, of cours 
we believe fully it must be, we feel that we have to have i i 31 
tistical material to present the case adequately. 

For example, such information as we have been able to d 
of the Government files is just a portion of what other import 
we have been able to gather publicly to show the imports to be. R 
ports from the Journal of Commerce indicate Government statis’ 
since luggage locks are lumped with rivets and screws and washe! 


which have absolutely no connection with locks, are inadequate, 
inadequate as to make a difference in the decision of the Tariff 
mission, and we have been pushing it for that reaso1 

Mr. Morrison. There is nothing in the law that puts the bu 


proof on the applicant, is there? 

Mr. Coteman. Perhaps not, Mr. Morrison. I am not thor 

familiar with it, but if you are going to win a case it seems to 
best thing to do is to have all information possible available a: 
proach it in that manner. 

Mr. Morrison. I presume the Commission would secur 
formation if it were relevant to your case and it would not be | 
the limits you are on account of this contention that the infor 
would disclose or that the data would disclose confidential } 


Mr. Coreman. Well, there are two points there. One is t] 
e way that the statistics are kept today by the customs it 
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necessary to curtail his power to increase tariffs. We accept this as a 
sound principle and believe it is appropriate and necessary if the 
escape clause is to be more than mere wile 

We submit, however, that the 1955 law is only a belated recognition 
of the principle and its application is not adequate. Specifically, the 
principle should have been recognized in 1945. 

If, in 1934, it was appropriate to give the President authority to 
increase tariffs 50 percent above the then-prevailing rates, why was 
it inappropriate for that authority to be continued in 1945? We be- 
lieve there is no answer to this question and that the reason that the 
1945 curtailment of protective authority went through was that the 
attention of the opponents of the trade agreements program was 
focused on the tariff-cutting power. 

Consider that since 1934 the rates stated in the United States tariff 
have on the average been reduced by the President by approximately 
50 percent. Of course, many rates ave been reduced the full 75 per- 
cent permissible, but others have been reduced less than 50 percent, 
so that on the average the tariff has been about cut in half. But this 
refers only to the reduction in the formal rates. Actually, in this in- 
terval, the average level of the tariff has been reduced by 75 percent. 
This results from the fact that many of the duties, especially on arti- 
cles imported in great volume, are stated in terms of specific rates, that 
is, So many cents or dollars per gallon, ton, pound, and so forth—as 
the price level increases, the incidence of the specific tariff decreases. 
At the time the Trade Agreements Act was passed the United States 
tariff averaged about 50 percent ad valorem on all dutiable imports. 
It now averages about 12.5 percent ad valorem on all dutiable imports. 

Yet, in the face of this startling reduction in the protective level of 
our tariff, the President’s authority to restore any reasonable measure 
of protection has been severely curtailed by the 1945 law. This arti- 
ficial and unreasonable limitation of the President’s power should be 
eliminated and the authority to increase tariffs should be restored to 
what it originally was under the Trade Agreements Act of 1934. This 
can be accomplished by striking out the date “January 1, 1945” in sec- 
tion 350 (a) (2) (A) and inserting in lieu thereof the date “June 12, 
1934.” 

We think it is essential that Congress adopt this amendment so that 
it will let the people in the State Department and other executive agen- 
cies know that the Congress regards the escape clause as of vital im- 
portance, and as intended to work and not as just a group of words 
designed to garner votes for a free-trade program. 

One result of the severe curtailment of authority to increase tariffs 
is that in some cases the maximum increase permitted by the present 
law is too small to permit the industry to continue in business and 
accordingly the Tariff Commission has to recommend that absolute 
quotas be put on imports. 

Now, there may be cases in which absolute quotas are desirable, but 
our feeling is that as a general proposition absolute quotas on trade 
are contrary to the fundamental American system of enterprise. They 
promote Government interferences with trade, and if carried to their 
logical conclusion will result in systems of licensing whereby importers 
must obtain specific permission from bureaucrats for each item of their 
daily business. This thesis has been well developed by defenders oi 
GATT in explaining the anti-quota rules of that agreement. 
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We do not say, of course, that absolute quotas are always bad. 
There may be some situations, especially of short-term duration, where 
an absolute quota is necessary to preserve the domestic industry. But, 
as a general proposition, we are convinced that the system of tariff 
protection is much more in conformity with the American system of 
enterprise than are absolute quotas. Businessmen can adjust to tariffs 
and rely on their individual judgments. Quotas make too many 
business decisions subject to governmental whim or veto. 

Accordingly, we believe that any provision of law which artificially 
promotes a general system of quotas on imports is vicious. If the 
Congress will restore the tariff-increasing power to what it was under 
the original Trade Agreements Act, much of the compulsion toward 
direct Government interference in business will be removed. 

We thank the subcommittee for this opportunity to express our 
views. 

Mr. Boees. Thank you very much, Mr. Coleman. 

Mr. Harrison. Your problem as you have explained it is somewhat 
different from what I understood from Mr. Abbitt. I understood your 
problem is this—you could not get the proper statistics on which to 
submit an application for an escape-clause remedy. 

Mr. Coteman. That is true, Mr. Harrison. We were given quite 
a runaround, still are, by the Census Bureau, despite a recommenda- 
tion of the Tariff Commission they set up this specific classification. 

Mr. Morrison. Did not the Tariff Commission say they would ac- 
cept an application without the import data that you found difficult 
to secure, or found it impossible to secure ? 

Mr. Coteman. Yes, they have said that, and it is their policy, I 
understand, to approach it on that basis. 

Still, we are a very small industry. The burden of proof is upon 
ourselves to make a case. If the case is to be successful, and, of course, 
we believe fully it must be, we feel that we have to have proper sta- 
tistical material to present the case adequately. 

For example, such information as we have been able to dig out 
of the Government files is just a portion of what other import figures 
we have been able to gather publicly to show the imports to be. Re- 
ports from the Journal of Commerce indicate Government statistics, 
since luggage locks are lumped with rivets and screws and washers 
which have absolutely no connection with locks, are inadequate, so 
inadequate as to make a difference in the decision of the Tariff Com- 
mission, and we have been pushing it for that reason. 

Mr. Morrison. There is nothing in the law that puts the burden of 
proof on the applicant, is there ? 

Mr. Coteman. Perhaps not, Mr. Morrison. I am not thoroughly 
familiar with it, but if you are going to win a case it seems to us the 
best thing to do is to have all information possible available and ap- 
proach it in that manner. 

Mr. Morrison. I presume the Commission would secure the in- 
formation if it were relevant to your case and it would not be under 
the limits you are on account of this contention that the information 
vous disclose or that the data would disclose confidential informa- 
tion ¢ 

Mr. Cormman. Well, there are two points there. One is that from 
the way that the statistics are kept today by the customs it is almost 
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impossible to separate locks from the other part of the “lock para- 
graph.” 

They cannot do it any better than we can, apparently, at the present 
time, because of the way the paragraphs are set up. 

There already exists a lock paragraph for pin tumble locks, build- 
ing locks, and safe deposit locks, and yet luggage locks, which are cer- 
tainly locking mechanisms and probably—I am quite certain—pro- 
duced in greater volume than other types of locks and they are thrown 
into another classification entirely. Well, it is ridiculous as to the im- 
plausibility of it. Why would a lock be considered analagous to a 
screw or a rivet or a washer ¢ 

The result is that there are no statistics that can be ascertained spe- 
cifically, and that is why we have approached the Census Bureau, ask- 
ing Mr. Abbitt’s help, and Mr. Harrison’s help, since they had already 
agreed to do it under the prodding of the Tariff Commission, and then 
suddenly reversed themselves. 

Earlier this summer the Census Bureau informally agreed with the 
Tariff Commission to put us in a different situation but then all of a 
sudden they changed their mind and told us that they could not, and 
it was at that time that we approached Mr. Abbitt and Mr. Harrison 
on this particular subject. 

We had no other recourse because things were pretty serious. 

Mr. Boces. Thank you very much, Mr. Coleman, for your appear- 
ance here today. 

Mr. Coreman. Thank you, sir. 

(The subcommittee subsequently received the following letter with 
respect to the testimony of Mr. Coleman :) 


THE ASSISTANT SECRETARY OF COMMERCE, 
Washington, October 1, 1956. 
Hon. HALE BoGas, 
House of Representatives, Washington, D. C. 

DeAR Mr. Boccs: Mr. H. C. McClellan, Assistant Secretary for International 
Affairs, has called my attention to the statement by Mr. Edward C. Coleman, 
chairman of the Luggage & Leather Goods Lock Manufacturers Association, 
made before your committee on September 20. 

As early as September 1954, Mr. Coleman was informed by the Bureau of the 
Census that, under the rules and regulations of the United States Tariff Com- 
mission, an escape-clause application need provide information on imports only 
to the extent that it is readily available to the applicant. The Tariff Commis- 
sion would itself compile any additional import data which it deemed necessary. 

The Bureau of the Census stands ready to supply more detailed information 
on imports than that shown in its current publications under the following two 
procedures: 

(1) Amend the statistical reporting requirements to provide for additional 
detail in the public interest. In order to avoid unduly burdening importers and 
the compiling work by frequent changes, these amendments are made every 3 
to 5 years and are subject to limitation by reason of the resources available for 
the compiling work. 

(2) Provide for the separate special compilation of the additional detail with 
the recipient paying for the full cost involved. 

Under either procedure the Bureau of the Census observes the “confidential” 
(disclosure) rule refered to in Mr. Coleman’s statement. That is, we attempt to 
avoid releasing figures which would systematically reveal the business activity 
of an American importer. 

Mr. Coleman first wrote us in regard to statistics on imports of trunks and 
suitcase locks on August 27, 1954, and he then expressed interest only in the 
special reports referred to in (2) above. We informed him in our reply of Sep- 
tember 6, 1954, that we could not at that time prepare such a report because of 
the disclosure rules. Mr. J. A. Long, of the Long Manufacturing Co., then wrote 
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us on September 8 protesting this disclosure-rule policy and we explained it to 
him in greater detail in a letter dated September 30, 1954. It was in this letter 
that we also made it clear that the information was not necessary for an escape- 
clause appeal to the Tariff Commission. You will note that the Census Bureau 
informed Mr. Coleman promptly, in this exchange of correspondence, that the 
special report could not be prepared because of the disclosure rule. 

If, as Mr. Coleman apparently believes, there are now three or more importers, 
we should be glad to see whether the special report which he first requested in 
1954 can now be prepared. We are accordingly writing to Mr. Coleman offering 
to look into this matter. We are also asking Mr. Coleman to make a specific 
request in regard to the changes in the commodity classification which he believes 
desirable since at the present time we do not know whether Mr. Coleman or 
the association wishes a separate classification for locks or for luggage hardware. 
A request for a separate classification could, however, not be met until January 
1959 with our present resources. 

We trust this will serve to clarify the matter. 

Sincerely yours, 
FREDERICK H. MUELLER, Domestic Affairs. 


Mr. Boces. The committee will adjourn at this time until 10 a. m. 
tomorrow. 


(Thereupon, at 4:40 p. m., the committee adjourned, to reconvene 
at 10 a. m. of the following day.) 








ADMINISTRATION AND OPERATION OF CUSTOMS 
AND TARIFF LAWS AND THE TRADE AGREEMENTS 
PROGRAM 


FRIDAY, SEPTEMBER 21, 1956 


House or REprEsENTATIVES, 
SuscoMMITTEE oN Customs, TaRIFFs, AND 
RectprocaL TrapE AGREEMENTS OF THE 
Com™iITreE oN Ways AnD MEANS, 
Washington, D. C. 
The committee met at 10 a. m., pursuant to recess, in the hearing room 
of the Committee on Ways and Means, House Office Building, Hon. 
Hale Boggs (chairman of the subcommittee) presiding. 
Mr. Boaes. The committee will come to order. 
Our first witness this morning is Mr. W. A. Delaney, Jr. 
Mr. Delaney is testifying in behalf of the Oklahoma Independent 
Petroleum Association. 
We are very glad to have you, Mr. Delaney, and appreciate your 
waiting over until this morning. 


STATEMENT OF W. A. DELANEY, JR., IN BEHALF OF THE OKLA- 
HOMA INDEPENDENT PETROLEUM ASSOCIATION 


Mr. Detangey. Chairman Boggs and gentlemen of the committee, 
before I start to read my prepared statement, yesterday one of the 
committee members made an inquiry of Mr. Jones concerning the in- 
jury that the domestic petroleum industry might sustain as a result 
of imports and if it would be of interest, I am somewhat qualified by 
‘xperlence to answer that question. 

If it is of interest to the committee, I will dictate into the record such 
experience and qualifications as I may have in that respect. 

Mr. Boees. Well, that is perfectly all right. You may go ahead with 
vith your prepared statement. 

Mr. Detanry. My name is W. A. Delaney, Jr., and I reside at 
Ada, Okla. 

After my admission to the bar in 1914 my practice was chiefly con- 
fined to the petroleum industry and its allied inter In 1916 I 
became interested in the study of petroleum geology first as a hobby 
ind then for my own use in later years. 

During the course of my professional life I had occasion to represent 
‘lients who operated refineries and in that connection became generally 
familiar with the problems of management, purchase, and marketing 
of petroleum. I happen to be the chairman of the committee which 
vrote the rules and regulations under which the Corporate Commis- 
sion of Oklahoma now functions. My experience as an oil producer 
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covers operations in the States of Louisiana, Arkansas, Texas, Okla- 
homa, and Wyoming. I have also conducted operations in Illinois and 
Kansas. I am a member of the Operators’ Committee in Louisiana, 
a member of the Operators’ Committee having to do with the operation 
of the retaining pool in Arkansas. 

My statement to this committee is submitted on behalf of the Okla- 
homa Independent Petroleum Association, an organization composed 
of and representing the small nonintegrated independent oil producers 
of the State of Oklahoma. 

The association has approximately 800 members. 

This statement is directed to section C of the subcommittee’s agenda. 

The problem presented by the importation of petroleum and its 
products in its effect on nonintegrated producers is much the same as 
that American textile and garment manufacturers have in endeavoring 
to compete with the “dollar blouse,” with which you are familiar. 
Following the close of World War II, Japanese manufacturers were 
advised by American experts that as a means of stepping up exports 
they should turn out merchandise that was reasonably priced and of 
good quality. The “dollar blouse” was the result of this advice. 

In 1952 Japan sent a small lot—38 dozen to the United States. 
They were readily accepted in American markets. In 1954, I am 
informed, the number had jumped to 214,266 dozen and to substantially 
4 million dozen in 1955. 

The replacement of domestically produced oil by imported petroleum 
and its products has not come about so rapidly, but its impact on the 
nonintegrated independent oil producers in continental United States 
has been none the less severe. American garment workers cut their 
cost to the lowest possible limit to produce a blouse competitive with 
that of Japanese manufacture. American ingenuity and advanced 
technology did its best in an effort to compete, but it’s best was not good 
enough. Its machine made products, which did not match the Jap- 
anese workmanship, had to be priced at $1.79 because of our higher 
standard of living and higher labor costs. So it is in the petroleum 
industry. 

The national average cost of discovery of a barrel of crude oil is 
$1.09; whereas, the comparative cost in the fabulous fields of the 
Middle East is in the order of 1 cent per barrel. Currently, a discovery 
well, in Iran, located 200 miles from the nearest producing field, is 
flowing wild at the rate of eighty to. one hundred fifty thousand barrels 
per day with 200 million cubic feet of gas as its energizing agent. 

For a week ending approximately 15 days ago, Oklahoma had a 
daily average production of 563,000 barrels of oil; thus, one wild well 
in Iran daily demonstrates its ability to produce from one-seventh— 
if you take the minimum figure—to one-fourth of the production of the 
State of Oklahoma if you take the higher estimate of 150,000 barrels. 
barrels. There are at least 65,000 wells producing oil in Oklahoma 
today, all of them subject to regulation as to the amount they may 
produce. Bas 

I have taken the trouble to compute the cost of drilling a well of 
average depth in Oklahoma. At this time, that average depth 1s 
approximately 4,000 feet. It will get deeper and deeper as time goes 
cn. To drill and complete the average well in Oklahoma to a depth 
of 4,000 feet costs, according to our figures, $43,068.03. As best I can 
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determine, the discovery costs are approximately at the national aver- 
age or about $1.09, to discover each barrel of new oil that we found in 
1955. My own records indicate that the overall cost of producing the 
oil we already own is approximately 96 cents per barrel. 

Parenthetically, I would like to interpose that that does not include 
State or Federal income taxes; that is before taxes. 

The average gravity of oil produced for the purpose of these 
figures is 85 degrees API and has a present market value, if sweet oil, 
of $2.80 per barrel. The present allowable production for the average 
well of 4,000 feet in Oklahoma is 25 barrels per day. Our figures in- 
dicate that we have net profit of about 75 cents per barrel before 
Federal and State income taxes on the oil we sell. 

A well, such as I have described, will yield an annual income of 
$6,113.75 per annum if produced 365 days per vear and is capable of 
making its allowable production each day. This is not the fact. No 
well is on production every day and every well is subject to a normal 
rate of decline. Nevertheless, taking the figures I have submitted, a 
period of nearly 7 years will be required to return the capital cost of 
drilling and equipping a 4000-foot well. 

Independent oil producers do not have access to long-term credit 
facilities. At best a commercial bank will not commit to them for 
more than 5 years and this type credit is available only to the most 
reliable and larger producers. 'They have no access to public money 

which can be secured by the larger, integrated companies for terms 
ranging up to 30 years. 

The long pay-out period resulting from restricted production make 
it ine sreasingly difficult for independent producers to exist. The re- 
stricted market oce asioned by increased imports deprives him of his 
fair share of the increasing national demand for petroleum products. 

If the independent oil producer has a place in the national economy, 
it is absolutely necessary that steps be immediately taken to provide 
a climate in which he can survive. 

I would like to call this committee’s attention to a law suit pending 
in the United States District Court for the Western District of Okla- 
homa, wherein Gulf Oil Corp. is plaintiff and the Corporation Com- 
mission of Oklahoma and its members are defendants. 

On June 29, 1956, the Corporation Commission of the State of Okla- 
homa determined, in order to prevent waste, to protect correlative 
rights, and to insure the ratable taking of oil that— 
all takers and/or purchasers of oil in Oklahoma shall take the full amount of oil 


allowed by this order unless relieved therefrom by this Commission after 
and hearing as provided by law. 


notice 


An identical order was entered at the market demand hearing of 
Augus t 21, 1956, and these orders are presently in force. Every oil- 
purchasing company in the State of Oklahoma except Gulf Oil and two 
others is purchs asing oil ine onformity with the provisions of the orders 

of the corporation commission. Of ‘the three exce ptions, one has been 
vranted an exemption from the provisions of the order in one of the oil 

elds where it purchases oil in Oklahoma; the other has an applica- 
tion pending before the corpor: ation commission for an exce ption to 
ihe provisions of the order which has not yet been acted upon. 

The Gulf Oil C orp. has sought to enjoin the enforcement of the 
orders of Oklahoma Corporation Commission issued in the exercise of 
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its police power, because of the fact that Gulf set a maximum figure of 
the amount of oil it would purchase in Oklahoma of approximately 
19,500 barrels per day, which is 80 percent of the amount of oil it 
purchased during the month of May 1956. 

The figure Gulf would have been required to take under the terms 
of the Commission’s order is approximately 5,000 barrels per day 
greater than the amount it indicated a willingness to buy. Gulf at- 
tacked the order of Oklahoma Corporation Commission in civil action 
No. 7147 as an unreasonable burden on interstate commerce and as 
being in violation of the commerce clause and the due process clause 
of the Constitution of the United States. 

It produced witnesses to show that the taking of the amount of oil 
it purchased directly from leases in the month of May 1956 in the 
State of Oklahoma would constitute an undue and unreasonable burden 
on interstate commerce if purchased in the months of July and August 
1956. Gulf admitted in this proceeding that it made repurchases 
from other primary purchasers of Oklahoma crude in the order of 
15,000 or 20,000 barrels per day and denied that its importation of 
approximately 175,000 barrels per day of foreign oil imposed any 
burden whatever on the interstate movement of oil in continental 
United States. 

This case is pending while briefs are being written. 

One of the prime reasons, in my opinon, for the legal action of the 
Gulf Oil Corp.—which I have just described—is its unique position 
in the ownership of Kuwait Oil Co., probably the world’s largest single 
producer of oil. Petroleum Outlook (vol. 9, No. 9), for the month 
of September 1956, has this to say concerning the operation of Kuwait 


Oil Co.: 


Unique rules governing the Gulf Oil and British Petroleum partnership in 
Kuwait Oil Co. could touch off a race between them for its production. Although 
ownership of the capital stock of Kuwait Oil Co. is split 50-50 between Gulf 
and British Petroleum, the company’s oil reserves (and profits which may be 
derived therefrom) are subject to the rule of capture. Each owner may pick up 
or contract for sale as much of Kuwait Oil Co.’s producible oil as he desires. To 
the best of our knowledge all other partnership agreements covering oil conces- 
sions in the Middle East will not permit individual partners to acquire more 
or less of the concession output than their equity in ownership dictates without 
significant penalty. 

Gulf’s share of Kuwait output has been below 50 percent ever since British 
Petroleum was ejected from Iran in 1951 and turned principally to Kuwait to 
make up the loss of Iranian production. 

Since Kuwait Oil Co. owners are not held to any set formula in division of its 
production it’s possible that while Kuwait’s output is increasing, the amount 
credited to one of its owners may decline. In fact, this happened in the first 
half of 1956. Kuwait’s oil production climbed 12 million barrels over the same 
1955 months to 212 million barrels, but Gulf’s share actually was about 2 million 
barrels lower. 


In order to demonstrate the growth of the production in Kuwait 
I will begin with the year 1946 when the Kuwait Oil Co. produced 6 
million barrels of oil, divided 50 percent to Gulf and 50 percent to 
British Petroleum. 

In 1947 the figure was 16 million barrels, 50 percent to Gulf and 50 
percent to British Petroleum. 

In 1948 the figure was 47 million barrels, 49 percent to Gulf and 51 
percent to British Petroleum. 

In 1949 it was 90 million barrels, 53 percent to Gulf and 47 percent 
to British Petroleum. 
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In 1950 the figure was 126 million barrels, 56 percent to Gulf and 
44 percent to British Petroleum. 

In 1951 the figure was 205 million barrels, 52 percent to Gulf and 
48 percent to British Petroleum. 

In 1952, the year the Iranian Government nationalized its petroleum 
resources, the total production was 273 million barrels, 47 percent to 
Gulf and 53 percent to British Petroleum. 

In 1953, 315 million barrels, 45 percent to Gulf and 55 percent to 
British Petroleum. 

In 1954 the figure was 347 million barrels, 44 percent to Gulf and 
56 percent to British Petroleum. 

In 1955 the figure was 402 million barrels, 46 percent to Gulf and 
)4 percent to British Petroleum. 

The figures for the first 6 months of 1956 would indicate that the 
production would be on the order of 420 to 425 million barrels. How- 
ever, Lam unable to give you a figure on the division of that as between 
the two concerns. 

The completion of the St. Lawrence seaway will have the effect 
of making seaports of Buffalo, Cleveland, Detroit, Chicago, Duluth, 
and literally hundreds of other large consuming areas which can 
receive water deliveries of petroleum and its products. Looking for- 
ward to this greatly enlarged market for Middle Eastern oil, Gulf 
is undoubtedly putting its house in order so that it may take more 
of the benefits accruing to it through its ownership in Kuwait Oil 
than it presently enjoys. 

In 1954 a level of 16.6 percent of the 1954 national demand for 
petroleum and its products was determined to be a fair percentage of 
the national market to allocate to imported oil. 

This figure has been completely ignored by most of the importing 
companies. 

Importations were greater in 1955 than the base figure and at the 
end of 1956 they will have increased to approximately 300,000 barrels 
per day above the 1955 imports. The problem of domestic inde- 
pendent producers is not defined by Middle Eastern imports alone or 
even completely limited if the imports of Latin America and Indonesia 
are also considered. 

Our good neighbor to the north in the past has been one of the best 
customers for petroleum products of the United States. In the past 
) years, the Canadian position has been completely reversed. Today 
Canada is capable of producing a very high percentage of all the oil 
required by its economy. Five years from today one may safely pre- 
(ict that Canada will not only be completely independent of any out- 
side supply of petroleum products but can easily become a large 
exporter to other nations. 

Traditionally, we have treated Canada as a most favored nation in 
all our trade relationships. Today, and for the foreseeable future, 
this policy will undoubtedly be continued. There is and will continue 
to be great pressure to make Canadian oil available in the consuming 
markets of the United States. There is a tendency today to treat the 
tremendous petroleum reserves of Canada as an additional oil province 
of this country. 

The potential oil-producing section of Canada extends from the 
eastern face of the Canadian Rockies across the prairie provinces east 
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and west; from the tar sands of Athabasca to the northern boundary 
of the United States north and south, an area practically as large 
as the midcontinent oil-producing section of the United States. 

Already Canadian crude oil has replaced the market once supplied 
by Texas, Oklahoma, New Mexico, Kansas, and [linois. 

While costs of production in Canada are approximately equal to 
the average cost of production in the United Rates, the cost of dis- 
covery of barrels of reserve oil in Canada will constantly decrease 
with greater knowledge of conditions affecting its source and _accu- 
mulation, while the cost of reserve discovery in continental United 
States must continue to increase by reason of greater depths required 
in exploration. 

Thus, as time goes on, Canadian oil will become more and more a 
competitive fs vctor to independent oil producers of the United States. 

The exemption of district 5 embracing the tremendous west-coast 
marketing area from import quotas is a ‘blow to oil producers in the 
United States of staggering consequence. This will be, in my opin- 
ion, an indefensible neglect of the national security if ieee in 
force. The opening of this vast market to unlimited imports will have 
the inevitable effect of constituting an absolute embargo on the west- 
ern movement of petroleum products from sources east of the Rocky 
Mountains into Pacific coast markets. 

No combination of American capital can justify the construction 
of pipeline facilities to supply the west-coast markets in face of com- 
petition with the oil of Indonesia or the Middle East when it is avail- 
able in peacetime. The Government of the United States has on more 
than one occasion lent its support, by vast appropriations, to the con- 
struction of facilities for the economic betterment of the nations of 
the earth, but it has not seen fit to offer aid in the construction of vitally 
necessary pipeline facilities to supply the west-coast market with 
domestic crude oil or its products. 

If tanker delivery of oil is impractical to the east coast of this Nation 
in time of war, consider for a moment the hunting grounds available 
to enemy submarines in the vast reaches of the Pacific. Private enter- 
prise has demonstrated that natural gas can be profitably and eco- 
nomically delivered to west-coast markets, but it has no such oppor- 
tunity where crude petroleum is concerned, in face of unlimited im- 
ports of foreign oil. 

The problems of national security are so well known to the members 
of this committee that it is presumptuous for me to mention them. 
Nevertheless, in time of national peril no oil can take the place of that 
produced in the midlands of America from any standpoint. In World 
War II, the beaches from the Florida Keys to Sandy Hook were 
blackened with the oil of tankers destroyed by submarine warfare, 
when we relied upon the reserves of the great fields of Venezuela to 
aid in supplying the military needs of the Nation. The Suez crisis 
points up more distinctly than the words of any man the fallacy of 
depending upon Middle Eastern oil as a reliable source of supply, 
either in peace or in war. At the risk of dwelling too long on Middle 
Eastern oil, let me point out, if I may, that no more strategic point 
on earth exists than the very area where these fabulous petroleum 

reserves exist. Every would-be world conqueror from Hannibal to 
Hitler has recognized this fact. For the first time since the invasion 
of Poland has an international incident presented itself so grave 
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y as the situation existing today in the Middle East. The stake is so 
e high that it may necessitate military action. Beside it in economic 
and strategic importance Korea and Indochina are comparatively in- 

d significant. 
When Colonel Drake made his momentous discovery in the hills of 























0 Pennsylvania almost a century ago, he put into vogue a new method 
‘ of measurement. The buyers of petroleum were canny in those days. 
se They determined that a barrel should be the unit of measurement ap- 
\- plicable to the purchase of petroleum. For the sale of its products 
d they set up the gallon as a standard of measurement. When the first 
d barrel of petroleum was refined and the first gallon of its products 
sold, 3114 gallons equaled a barrel of water; but not so with crude 
a oil. For reasons that will be easily understood, the buyer established 
S, the barrel as a unit containing 42 gallons. 
st In the search for oil and the development of reserves, the hazarding 
he of venture capital and the optimism of the independent oil producer 
n- has been responsible for the discovery, development, and production 
in of most of the Nation’s oil. In every field of endeavor connected with 
ve the great petroleum industry, the independent producer has given 
st full measure of 42 gallons to the barrel—ofttimes heaped up and run- 
ky ning over. He will continue to perform these functions in the pe- 
troleum industry if given an opportunity to do so, but he cannot long 
on compete with the “dollar blouse” of imported oi] in the narrowing 
m- and restricted markets for his products in this country. 
il- Mr. Boees. Thank you very much, Mr. Delaney. 
ore Mr. Morrison, do you have any questions? 
on- Mr. Morrison. I am wondering about this figure you give for the 
of cost of discovery of $1.09 per barrel. 
lly Mr. De.aney. Yes, sir. 
ith Mr. Morrtson. How is that calculated ? 

Mr. Detanry. That is a figure which has been determined by the 
ion American Petroleum Institute. It considers the total overall cost 
ble of drilling discovery wells; that is, dry holes and wells that are ex- 
er- ploratory wells that involve discovery. Then they figure it in rela- 
c0- tion to the total number of barrels resulting from the discovery. That 
or- is determined and the weighted average cost is thus determined. 

im- In our own experience in 1955 our discovery costs were slightly 
lower than the national average, as best we can tell from our records, 
ers and. that does involve the estimated new reserves discovered. It cost 


em. us $1.07 per barrel to find each new barrel of oil we found in 1955. 
hat Mr. Morrtson. That is calculated on the basis of the probable re- 
rid covery from the well ? 

rere Mr. Detanry. That is correct, sir. I might say this for the com- 
are, mittee’s benefit: In the estimated reserves we take into consideration 
a to first the thickness of the sand, its porosity and permeability, that is, 
risis its capacity to contain oil. Afer the porosity of the formation is 
y of determined we then determine the cognate water; that is, the amount 
ply, of water in the reservoir necessary to wet the sand. We are then able 
ddle to calculate with reasonable exactitude the total reservoir content, but 


oint we are not able to calculate with exactitude the amount that will be 
eum ultimately recovered because you have to consider the flowing energy 
ul to that is in the reservoir. In other words, from a discovery well you 
sion cannot always determine whether the reservoir will have an efficient 


rave water drive or whether it will be produced as a result of gas in solu- 
83979—56—pt. 129 
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tion. You can form an opinion which is in reality an educated guess. 
After a well has been in production a year or 18 months at a sufficient 
capacity to determine its normal rate of decline, then you can plot 
decline curves that will show with surprising accuracy the amount 
you can produce from the well. 

Now, the fallacy of any predetermination is that nature never did 
a symmetrical job. There are no trees that have leaves exactly alike. 
The reservoir performance will be variable, but in general we can have 
a fairly accurate estimate. 

Through the years of experience you can apply those estimates and 
come out not with the exactitude a manufacturer is able to compute all 
the elements of cost, but within reasonable bounds. 

Mr. Morrison. So that the less likely resources that we draw upon 
the more the increase in the costs of discovery. 

Mr. Deanery. I did not quite hear you, sir. 

Mr. Morrison. The cost of discovery then can be expected to increase 
as we draw upon less promising oil reserves. 

Mr. Devaney. Yes, indeed. On one side you will occasionally have 
a well that will produce more than you estimate, but generally the 
opposite is true and your figures are usually on the optimistic a. 

Mr. Morrison. If a policy were adopted to cover these costs of dis- 
covery, it would mean that the already discovered resources would be 
much more profitably exploited. 

Mr. Dexaney. I Z not know that I understand the import of your 
question, sir. 

Mr. Morrison. I mean, if you try to cover the costs of discovery and 
follow a policy that will return a price to the producer covering cur- 
rent costs of discovery, you make past discoveries more profitable. 

Mr. Detanery. The past discoveries are very much more profitable. 

As recently as 1940 we were able to allocate a number of around 35 
to 40 cents per barrel for discovery costs. Since that time it has gone 
up very drastically or very rapidly. 

Mr. Morrison. That is all, Mr. Boggs. 

Mr. Boces. Mr. Martin? 

Mr. E. Martin. Mr. Delaney, yesterday Mr. Jones told us that dur- 
ing the past 20 years while imports had been increasing rather striking- 
ly and exports had been decreasing the national production of petro- 
leum had been increasing in considerable measure. I wondered if that 
same situation were true with regard to Oklahoma. 

Mr. Dexaney. Yes, sir; it is true in regard to Oklahoma and it is 
true nationally. Icould give a word of explanation in connection with 
that if you would like to hear it. 

Mr. FE. Martin. We just want the facts, sir. 

Mr. Detaney. In the oil business you cannot stand still. Even a 
small operator such as I, who operates as an individual, cannot. Our 
tax burden would absolutely be confiscatory if we did not continue to 
carry on a program of exploration. This fallacy about 2714 percent 
depletion allowance being an exemption from taxation is hard to un- 
derstand. Actually, it amounts to a completely insufficient amount 
under conditions that exist today. It should be on the order of 50 

ercent. 
. The fact that you cannot stand still arises from the fact that the oil 
producer is truly making disposition of his capital assets as he takes his 
crop to market. It is not a replenishable thing. You have to con- 
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tinue to seek to build up reserves to replace those you sell. It “snow- 
balls”. i 

There is no desire on the part of any businessman to want to give 
away the results of his industry if he can legitimately and honorably 
prevent that. : . 

The national demand for petroleum has been increasing on the order 
of 5 percent or 414 percent per year until 1955. The national demand 
themed a rather startling increase of about 714 or 8 ve over 1954. 
We naturally go out and seek new reserve in the hope that we can 
obtain the benefit of the increased national demand for petroleum. 

Now, the world demand is increasing much more rapidly. That 
will be on the order of 18 or 20 percent in the next year over last year 
unless something happens to disrupt the economy of Western Europe. 

So we go ahead and build up production to meet increased costs. 
Now, the imports have increased altogether out of proportion to na- 
tional market demand. 

Does that answer your question, sir? 

Mr. E. Marti. i. think it may have answered my next one, too, but 
I want to be sure. During this period in which production has been 
increasing have your reserves also been increasing { 

Mr. Deanery. In some States they have materially. Texas, I be- 
lieve, has a deficit. 

Mr. E. Martin. I meant Oklahoma, Mr. Delaney. 

Mr. Detanry. Oklahoma does have an increase because our restric- 
tions on production are quite drastic. 

Mr. E. Martin. Thank you, sir. 

Mr. Boces. Thank you very much, Mr. Delaney. You have been 
quite helpful to the committee. 

Our next witness is Mr. O. R. Strackbein, chairman, the Nationwide 
Committee of Industry, Agriculture, and Labor on Import-Export 
Policy. Weare very glad to have you here, Mr. Strackbein. 


STATEMENT OF 0. R. STRACKBEIN, CHAIRMAN, THE NATIONWIDE 
COMMITTEE OF INDUSTRY, AGRICULTURE, AND LABOR ON 
IMPORT-EXPORT POLICY 


Mr. Srracksern. Mr. Chairman and members of the committee, 
it is a great pleasure for me to appear before you on this very im- 
portant subject—a subject with which the Ways and Means Com- 
mittee has dealt, I presume, during its whole history. 

The Nationwide Committee, the full title of which appears above, 
represents as its name implies, a wide variety of industrial, agricul- 
tural, and labor groups with members located in all parts of the 
country. These groups face a common problem in import competition 
and have had occasion to keep closely in touch with tariff and trade 
legislation from year to year, ever since the trade-agreements program 
was first passed in 1934. Many of them have had extensive and in- 
tensive experience with the statutory as well as the administrative 
phases of the subject. 

_On their behalf I wish to express gratification over the authoriza- 
tion of a review and study of the broad subject of tariffs and trade 
by the Ways and Means Committee. It is the first time in 22 years 
that Congress has undertaken such a sweeping review of the operation 
of the trade-agreements program and allied legislation. Also, I wish 
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to express the hope that the investigation will be thorough, compre- 
hensive, and objective, and I am sure that it will fulfill all these 
hopes. 

t is the purpose of this witness to address himself to some of the 
crucial points of deficiency of the trade-agreements program from 
the point of view of the producing groups in this country that have 
been injured or stand to be injured by import competition. It will 
be his endeavor to point to changes that must be made if these de- 
ficiencies are to be corrected. 

In order to arrive at practical and cogent conclusions, however, 
it will be necessary first to examine certain objectives of policy and 
certain concepts of government. Without such a framework it would 
be difficult to assess the values or deficiencies of the tariff and trade 
laws and the programs centering around them today. 

Most of the controversy that has developed over the Trade Agree- 
ments Act since its passage in 1934 has revolved around the question 
of injury to domestic industry. It is safe to say that in the absence 
of such injury no controversy would exist. The possibility of injury 
arising from the contemplated tariff cuts was, indeed, recognized 
from the beginning. It is, therefore, pertinent to inquire into the 
concept of the trade program as it might be limited by concern over 
the injury that might be inflicted in the course of its operation. In 
other words, to what extent were tariff reductions to be held within 
preconceived or ascertainable bounds ? 

Three Presidents of the United States have expressed themselves 
on the subject. The first expression came in the message to Congress 
on March 2, 1934, when President Roosevelt first proposed the Trade 
Agreements Act. He said: 

The exercise of the authority which I propose must be carefully weighed in 
the light of the latest information so as to give assurance that no sound and 
important American interest will be injuriously disturbed. The adjustment of 
our foreign-trade relations must rest on the premise of undertaking to benefit 
and not to injure such interests. 

On June 15, 1934, in a letter to the late Representative Buck, of 
California, President Roosevelt again expressed himself in a manner 
reassuring to domestic industry: 

I am some what surprised and a little amused at the fears you say have been 
aroused in California because of the enactment and possible administration of 
the Reciprocal Trade Agreements Act. Certainly it is not the purpose of the 
administration to sacrifice the farmers and fruitgrowers of California in the 
pursuit of the will-o’-the-wisp of foreign markets, as published reports would 
make believe. I trust that no Californian will have any concern or fear that 
anything damaging to the fruitgrowers of that State or of any other State will 
result from this legislation. 

These quotations show the early concern over import injury. The 
statements were clear and without evasion. Let us see what subse- 
quent expressions reflect. 

Former Assistant Secretary of State for Economic Affairs William 
L. Clayton, in a hearing before the Senate Finance Committee on the 
extension of the trade-agreements program in 1945, observed: 

A rumor has freely circulated that certain American industries have been 
singled out as inefficient industries and that if the additional authority provided 
for in the bill is granted the State Department will use such authority to trade 


off these inefficient industries for other industries which can compete in the world 
market. Nothing could be further from the truth than this. The State Depart- 
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ment has never construed the Trade Agreements Act as a license to remake the 
industrial or agricultural pattern of America. 

President Harry S. Truman wrote as follows in a letter to Speaker 
of the House Sam Rayburn, May 25, 1945—this was on the occasion 
of a proposed renewal of the Trade Agreements Act with authority 
for further 50-percent tariff reductions: 

I have had drawn to my attention statements to the effect that this increased 
authority might be used in such a way as to endanger or “trade out” segments 
of American industry, American agriculture, or American labor. No such action 
was taken under President Roosevelt and Cordell Hull, and no such action will 
take place under my Presidency. 

This shows conscious continuity from one administration to the next ; 
that is, from the Roosevelt administration to that of Mr. Truman. 

Coming to the third President in the White House since the Trade 
Agreements Act was passed in 1934, we have a few words from Presi- 
dent Eisenhower, contained in a letter to Speaker Joseph W. Martin, 
Jr., on the occasion of House action on H. R. 1, under date of February 
18, 1955. He said: 


No American industry will be placed in jeopardy by the administration of this 
measure. Were we to do so, we would undermine the ideal for which we have 
made so many sacrifices and are doing so much throughout the world to pre- 


serve. 
In an address before the Associated Press at the Waldorf Astoria 
on April 25 of the same year Mr. Eisenhower spoke as follows: 
Reductions in tariffs and other trade barriers both here and abroad must be 
gradual, selective, reciprocal. Changes which would result in the threat of 
serious injury to industry or general reduction in employment would not 
strengthen the economy of this country or the free world. The trade measures 


that I have recommended to the Congress were prepared in recognition of these 
important facts. 


These expressions from President Eisenhower reaffirm the princi- 
ple, enunciated by his two predecessors, of safeguarding domestic in- 
dustries, domestic agriculture, and labor against serious injury from 
imports. In other words, there has been no change in policy in this 
respect. 

hat this policy was profoundly sincere from the outset was made 
all the more evident when certain procedures were established to make 
sure, both beforehand, that is, previous to entry into any trade agree- 
ment, and afterward, that is, after entering into any such agreement, 
that no serious injury would be inflicted on domestic industry. 

By Executive Order 6750 dated June 27, 1934, it was provided that 
before a trade agreement was entered into public hearings must be held 
by acommittee representing the various Government departments hav- 
ing competence in the field. This was to afford all interested parties 
an opportunity to appear, to give evidenee, and to be heard. The evi- 
dence so gathered was to serve as a guide to the official negotiating 
teams representing the United States in tariff-cutting conferences 
with other countries. Presumably, acting by such guidance, our ne- 
gotiators would be able to avoid infliction of future injury on the in- 
dustries that would be affected by contemplated tariff reductions. The 
committee became known as the Committee for Reciprocity Informa- 
tion or CRI. 

The avowed purpose was to avoid costly mistakes by taking a look 
before leaping. 
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At the same time the early bilateral agreements had built-in es- 
cape hatches of their own. This practice was formalized im the stand- 
ard escape clause introduced initially in the trade agreement with 
Mexico, January 1943, and subsequently placed in all others. This de- 
vice was adopted for the purpose of providing a remedy against in- 
jury from imports after the fact, so to speak; that is, after a trade 
agreement had been made. Later the escape clause was also placed 
in the General Agreement on Tariffs and Trade signed in Geneva 
October 30, 1947. 

In other words, procedurally elaborate trappings were provided 
for the assurance of freedom from serious injury. 

The foregoing should be sufficient documentation to establish the 
repeatedly avowed purpose of avoiding serious injury to domestic 
producers from the operation of the trade-agreements program. The 
executive attitude could hardly have been made more clear for the 
record, 

The second aspect of importance in evaluating the trade-agreements 
program lies in the nature of the power exercised by the Executive in 
entering into trade agreements. 

The power to regulate foreign trade and to make and adjust the 
tariff resides in Congress. These are among the enumerated powers 
set forth in the Constitution. 

In order, therefore, to empower the President to enter into foreign- 
trade agreements it was necessary to delegate the power to him. This 
was done in the Trade Agreements Act of 1934 and in subsequent 
extensions. In entering into trade agreements the successive Presi- 
dents have therefore exercised authority delegated to them by Congress. 

In any analysis or study of the trade-agreements program the nature 
and extent of the power delegated thus becomes a crucial question; 
and no less so the use made of the delegated power by the President or 
the executive department or departments acting for him. 

It hardly needs saying that in the view of many producing groups 
in this country, from industry and agriculture, from fisheries, mining, 
and lumbering to the millions employed in these activities who have 
felt the onslaught of low-wage import competition, a yawning chasm 
gapes between the executive professions quoted above and the actual 
performance under the various preventive and remedial procedures in- 
stituted for the avowed purpose of safeguarding our economy against 
serious injury from such competition. 

This gap may in aueeatis part be a product of the manner in 
which the delegated power has been exercised by the Department of 
State as the ainicinal seainennuties of the President in carrying out 
his assignment under the Trade Agreements Act. 

How indeed could the wide divergence, so often protested by domes- 
tic producers, between executive profession and performance have 
developed if not in the administration of the program? 

Several fertile sources of possible deviation from the executive 
avowals may be found, (1) in failure of the President to determine 
whether the elaborate procedures adopted were really designed to see 
that his “no-injury” assurances would be carried out; (2) in loose 
or even unjustified interpretation by the State Department of the 

- power delegated to the President under the Trade Agreements Act; 
(3) in a possible assumption by the State Department that it had a 
free hand; and (4) in the lack of any requirement by Congress that 
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the President give an account of his stewardship of so important a 
funetion of Congress as tariffmaking and regulation of foreign com- 
merce. 

A little later more attention will be devoted to an analysis of these 
possibilities. In the meantime, account should be taken of the fact 
that Congress itself, though requiring no accounting from the Presi- 
dent of his disposition of the authority delegated to him in the Trade 
Agreements Act, took certain steps that were designed in effect to rein- 
force the repeated executive assurances that no serious injury would 
be tolerated. 

In 1948 Congress enacted the so-called peril-point provision of the 
trade agreements law. This provision called for an investigation by 
the Tariff Commission of the tariff rates on all items which the Presi- 
dent, prior to any new trade agreement, listed as coming under con- 
sideration for duty reduction. The Commission was required to ad- 
vise the President of the duty level below which in its judgment se- 
rious injury would occur from imports. 

This action represented congressional judgment that the hearings 
provided by Executive Order No. 6750 mentioned above to be held by 
the Committee for Reeciprocity Information, before negotiations for 
tariff reductions began, were inadequate. It represented an expression 
of lack of confidence in the procedure after more than a decade of ob- 
servation. It is true that the new law was so written that the President 
was not bound by the peril-point findings of the Commission; but if 
he went beyond the peril point in the ensuing trade agreement, he must 
notify Congress sal set forth his reasons for disregarding the findings 
of the Tariff Commission. 

It will be noted that the peril-point findings precede a contemplated 
trade agreement. The purpose is to avoid error in the first place, so 
far as this is possible. 

The escape clause in the agreements, on the other hand, represented 
an opportunity to ee or withdraw a concession after a trade 
agrement had gone into effect. 

We have seen, as just related, that in 1948 Congress expressed its lack 
of confidence in the procedure set up by the President under which the 
Committee for Reciprocity Information held hearings in anticipa- 
tion of a new trade agreement. 

In 1951 Congress decided to establish the escape clause of the trade 
agreements in statutory form looking toward improvement of the 
remedy against injury. It had hitherto existed in the form of an 
I’xecutive order. Had Congress been satisfied that the administration 
of the existing escape clause was in fact carrying out the Presidential 
assurances of “no injury” no occasion would have existed for legisla- 
tion. 

The statute introduced several changes in the escape clause as it ap- 
peared in the General Agreement on Tariffs and Trade. One was that 
the injury complained of need not have been the result of an “unfore- 
seen development.” The most important change, however, lay in the 
provision for the establishment of import quotas as a possible remedy. 
Import quotas were banned outright in the General Agreement on 
Tariffs and Trade, 1947, except for temporary use under specified 
circumstances. Finally, the statute set forth certain criteria, though 
not exclusive, for guidance of the Tariff Commission in determining 
the existence or threat of serious injury and required the Tariff Com- 
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mission to render a report on each case. Previous to that time the 
Tariff Commission frequently dismissed cases without one word of 
explanation, so that the applicant had no idea what facts guided the 
Commission or what criteria ruled its judgment. This was changed 
in the statutory escape clause in 1951. 

This enactment came 3 years after the initial peril-point legislation. 
It again represented congressional dissatisfaction, this time with the 
administration of the second aspect of the no-injury rule, in other 
words, the escape clause or remedial part. The escape-clause record 
had indeed been all but a blank. The Tariff Commission had dis- 
missed case after case without explanation. We were living in an 
executive world. Congress was highly disregarded. 

These two acts of Congress, peril point and escape clause legislation, 
were undoubtedly designed to bring practice into conformity with the 
Presidential avowals and professions. That they have not had this 
effect in the eyes of those who have borne the brunt of the injury can- 
not be doubted. ‘Had they produced the desired effect it is doubtful 
that the present hearings would have been ordered by the Ways and 
Means Committee. 

We are ready now to return to the question of how the wide gap 
between profession and performance developed. We may also probe 
why it was virtually inevitable that it would develop. 

In the first place, Congress allowed the Executive to become the 
spokesman for the trade-agreements program and also its interpreter. 
In the eyes of the public the Congress thus lost its constitutional stand- 
ing with respect to the tariff and the function of foreign-commerce 
regulation. 

The executive branch was not at all passive in the face of such an 
opportunity but eagerly pushed its advantage. Under no necessity of 
reporting to Congress and with all the public propaganda channels in 
its hands, the State Department made “hay” and headway fast. It was 
staffed by personnel who well knew what they wanted and who were 
willing and able to work and did work feverishly toward cherished 
goals. The attainment of these goals, it may be observed, was at least 
oer and in many cases actually in conflict with the “no injury” 

olicy. 
P It was actually the business of Congress to set the policy. This is 
a function that cannot be delegated. But the State Department, free 
of congressional surveillance, easily slipped into the field of policy- 
making and in time came up with a program—ITO, GATT, and now 
oo OTC—that bore only distant kinship to Cordell Hull’s original 

an. 
, I say this trend was virtually inevitable, considering the prevalence 
of empire builders, eager theorists thirsting to make over the world 
in their own philosophical image, and a combination of historical 
forces that created a propitious climate—with everything left wide 
open and no one to say nay. The State Department professoriate had 
an open field before them and they played it to suit themselves. 

Questions of limits to delegated powers could hardly arise, much 
less be entertained under these circumstances. Any staff member who 
had misgivings on such grounds would have had better judgment than 
to air them if he valued his career. 

The General Agreement on Tariffs and Trade was negotiated in 
such an atmosphere. The State Department took the bit into its 


(nh 


CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 45] 


teeth, apparently asked no questions, and with or without benefit of 
counsel of its own, decided policy matters of far-reaching implications 
to the future regulation of foreign trade. As stated above, it under- 
took to abolish import quotas and to forswear their use at any future 
time. It bound items on the free list and froze duty rates at specified 
levels, This was the same as binding Congress against exercising its 
constitutional authority. 

Little wonder that a wide gap developed, as described above, be- 
tween what the President said and what was actually done. The State 
Department was bent on moving the United States toward a free-trade 
basis and paid the minimum of respect even to the procedures designed 
to give domestic interests a hearing. The attitude was well reflected 
in the double standard adopted. 

Hearings before the Committee for Reciprocity Information dis- 
posed of hundreds of tariff items in a period of 2 or 3 weeks. Escape 
clause hearings in contrast were confined to one item at a time. Sev- 
eral days to a week or more were devoted to each case. In many in- 
stances hearings were supplemented by field investigations. Alto- 
gether, months might be spent in considering a single item. 

It goes without saying that if the President’s assurance of non- 
injury had been taken seriously, as much time and study would have 
been necessary to determine whether or how far a duty might be 
cut as is necessary to determine after a rate has been reduced whether 
serious injury has been caused or threatened. Yet in point of time 
devoted, the ratio was at least 1 to 10—in other words, less than a tenth 
of the time was given to avoiding a mistake as was consumed in its 
correction if one was made, for determining whether a correction 
should be made. 

The double standard adopted was therefore a tipoff indicating that 
protests in the CRI hearings against tariff cuts before they were 
made would be listened to politely but not seriously and that future 
injury would be winked at. It became a matter of wide concurrence 
of opinion among representatives of domestic interests seeking avoid- 
ance of excessive tariff cuts that the hearings were nothing more than 
empty gestures. 

That is precisely the route that was taken and explains why Con- 
gress legislated from time to time as it did with respect to the peril 
point and the escape clause. 

The State Department had indeed acted as if Congress had given 
ita free hand. 

It was not until the Department was challenged in 1947 before the 
Senate Finance Committee that it outwardly gave any thought to the 
scope of the delegated power under which it operated. That was 
during an investigation of the Charter for an International Trade 
Organization, ITO. In 1949 the Department, again under challenge 
in the Finance Committee, admitted that in negotiating the General 
Agreement on Tariffs and Trade it had gone beyond the powers dele- 
vated to the President in the Trade Agreements Act. However, it 
claimed that in negotiating certain articles—some 15 of the GATT 
total of 35—for which there was no authority in the act, it drew on 
the President’s alleged “general authority” in this field. 

In this way the Department justified its escape from the limitations 
placed on the delegated authority; and under such broad range of 
(liseretion could indeed do just about as it pleased. 
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That the Department itself was not satisfied with its own interpre- 
tation, which appeared to be in the nature of an ex post facto justifica- 
tion in any case, became clear when 6 years later it abandoned its 
original position for a new one. 

In 1955, again in testimony before the Senate Finance Committee, 
the Department maintained that the Trade Agreements Act of 1934 
authorized the President to enter into trade agreements and that since 
GATT was such an agreement the whole 35 articles of it had been 
duly authorized. Justification for the various trade rules in the 
agreement, such as the ban on import quotas, was not rested on the 
implied power to make any negotiated agreement effective. If, in 
other words, quotas could be utilized by other countries to nullify 
concessions granted in an agreement, an overriding provision could 
be adopted that quotas went not be imposed and that any existing 
ones would be abolished. The freezing of rates at particular levels 
was justifiable in the same manner. That such safeguarding provi- 
sions might deprive Congress of its undelegable power seems to have 
occurred to no one. 

Thus again it was clear that in the view of the State Department 
Congress had relinquished any real restraint on the power of the Pres- 
ident to do about as he pleased in the matter of executive agreements 
on tariffs and trade, regardless of constitutional dispositions of power. 

It is also clear why, so long as the President gave the State Depart- 
ment a free rein, he could say one thing publicly and for the record, 
as reflected by the quotations given above, while the actual admin- 
istration of the Trade Agreements Act was something quite different. 

Congress, however, became increasingly conscious of this great dis- 
crepancy no less than of the high-handed attitude of the State De- 
partment and continued to legislate from time to time in order to 
assure tightening of the escape clause, section 22 of the Agricultural 
Adjustment Act and more serious consideration of the national secu- 
rit a of import competition. 

et because the State Department’s attitude had become so firmly 
entrenched, in a manner quite oblivious of the function of Congress, 
the aforementioned divergence between profession and action con- 
tinued. The President could still say one thing while administrative 
action went its old way. 

In an effort to trace this stubborn persistence to its lair the present 
hearings should be of inestimable value. In fact they represent the 
first step by Congress to regain the reins of its undoubted authority. 

I shall undertake to offer an explanation of this strange separation 
of Congress from its power and also to suggest the means of breaking 
the State Department stranglehold. 

Most of the explanatory background has already been given in the 
preceding pages. However, there is another element, so far unmen- 
tioned, that contributes heavily to the benching of Congress by the 
executive. This is the elevation of the stakes of diplomacy or the 
considerations of international relations to a level of overriding pri- 
ority in relation to considerations of the domestic economy, such 
as injury from import competition. 

This has been largely a postwar development. The inclination thus 
to promote international relations to the very summit did not take 
long. The necessary instrumentalities, interpretations and attitudes 
to bring it success were already on the scene and well developed. They 
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were embodied in the various acts, events, and philosophies already 
described and had only to be recognized and put into use. 

Under the interpretation of the delegation of power under the trade 
agreements law as adopted by the State Department the President was 
escalated, if not cote to a position of supremacy. He can make 
trade agreements affecting tariff rates, quotas, customs valuation, 
marking of goods, and so forth, and then agree to such rules as he 
deems necessary to secure the benefits of the agreements. Then, if in 
the course of a trade agreement a domestic interest claims injury, the 
President by recourse to the overriding diplomatic considerations may 
deny a remedy on the grounds that to increase the tariff or to impose 
a quota would disrupt our finely balanced relations with this nation or 
that. In other words, the President could simply don his foreign 
affairs hat and ignore both the Congress and the “no-injury” pledges 
that have been so freely given by the three Presidents. 

I go here into a review of the escape clauses in the escape clause 
cases in which the Tariff Commission sent a recommendation to the 
President and the President refused to put into effect. I will run 
prem these rapidly but I do want to keep the thread or pattern 
or lack of pattern that is apparent in these decisions. 

A review of various escape-clause cases is now desirable to deter- 
mine how far the President has conformed to his quoted avowals and 
how far he has followed a different path in his disposal of Tariff Com- 
mission recommendations. It will then be possible to return to our 
tracking exercise and reach certain conclusions. 

In order to confine this analysis to its essentials only those escape 
clauses will be considered in which the Tariff Commission sent a 
recommendation to the President. 

These have been 20 in number of a total of 60 processed by the 
Commission. That is to say, the Commission itself rejected or denied 
the applicants in 40 cases. In only 1 in 3 cases did the Tariff Com- 
mission itself make a recommendation to the President. 

Of the 20, the President accepted the Commission’s recommenda- 
tion in whole or in part in 7 cases. In 12 cases he refused to follow 
such recommendation and under the amended law set forth his reasons 
in identical letters to the Senate Finance and the House Ways and 
Means Committees. One case still awaits White House action. 

Of the 20 cases sent to the President 5 were in the form of split 
decisions in which the Commissioners were divided 3-3. In those 
cases the President was free to accept the findings of either group of 
three. 

An analysis of the President’s reasons for refusing to follow the 
Tariff Commission’s recommendations as set forth in his letters will 
throw some light on the President’s own concept of the veto power 
exercised by him. In chronological order of the decisions these cases 
are reviewed briefly below. 

Garlic, July 21, 1952. This was decided in 1952 under the statutory 
escape clause. In this case the President said that he could find— 
nothing to justify the conclusion that the producers of garlic in the United 
States are suffering serious injury as a result of garlic imports. 

He attacked the character of the evidence on which the Commission 
based its 4-2 decision. 
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The evidence is tenuous and unimpressive— 
he said in his official letter. 


The claim that American producers of garlic have been seriously injured by 
imports is mere assertion. 

This seems like a serious lack of confidence in the competence and 
integrity of the Tariff Commission, all of the members of which are 
Presidential appointees. It raises the question of the propriety of 
the President’s refusal to accept the findings of an independent 
agency. 

But this is not all. The President expressed his opinion of the 
escape clause as enacted by Congress in 1951, referred to on a previous 
page. He wrote: 


When I signed the act, I was disturbed by the protectionist overtones of this 
provision and a number of other provisions which it contained * * *. Those 
misgivings now seem to have been justified. 

Thus it appears that because Congress legislated in a manner con- 
trary to his predilections the President felt disposed not to let the 
escape clause bear fruit even though he did not veto the legislation 
when it was before him. 

He also paid his respect to the garlic industry in the same letter. He 
observed : 

In the total economy of the United States and, it seems to me, in the economy 
of the several domestic producers, garlic plays a minor part. 


For the first time—possibly because this case offered the first oppor- 
tunity—the President invoked the consideration of foreign relations, 
mentioned above. His letter said: 


On the contrary, there are many reasons for welcoming the increase in imports 
of Italian garlic. The United States has a stake in the strength and prosperity 
of Italy. We have recognized that fact in the aid we have given to Italy under 
the European recovery program and under the Mutual Security Act. 

* * * Ttaly sees more trouble ahead in some of the escape-clause applications 
which the Tariff Commission is now studying. All this seems to run contrary 
to a sensible policy toward Italian imports. 


The President in July 1952 thus expressed a view and attitude that 
has become chronic in the White House. He felt no compunction 
about substituting his own ideas for those of the Tariff Commission 
and imposing them by fiat upon the domestic producers, who are left 
without recourse. 

It was also in the garlic case that the President chose to take in 
more ground than that covered by the case itself. He said, in elabora- 
tion of his free-wheeling attitude: 


What the report does indicate clearly is that farmers who were dissatisfied 
with their financial return from garlic had ample opportunity to increase their 
production of other crops. The report also indicates that these other crops 
enjoyed good markets. 

From reasoning such as this any escape-clause action could be 
nullified if it could be shown that some producers of a given item 
enjoyed good incomes from other sources, such as gambling, for ex- 
ample. That this might not benefit the employees or other producers 
who depend solely upon the item in question seems not to have received 
proper consideration. 

Later the Congress redefined the term “industry” in a way that was 
designed to overcome the injustice that could come from giving 
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principal consideration to the larger producers who generally are 
those that carry on more diversified production. Many small pro- 
ducers, no less than the employees engaged in the production of a par- 
ticular item, could easily be deprived of the benefits of the escape 
clause by a broad interpretation of the term “industry.” It does them 
little good to know that some larger companies produce other items 
from which they may recoup losses suffered from the item in question. 

Such breakdown of an industry into segments as was done in the 
escape-clause amendment of 1955 may appear to aim at protection of 
the “inefficient” or “marginal” producers. On the other hand, it may 
with equal if not greater reason be regarded as raising a barrier 
against monopoly tendencies and in favor of preserving small busi- 
ness. It may also with equal weight be looked upon as preservation of 
broad diversification of industry and support of the many small com- 
munities in which thousands of small companies are situated. 


WATCHES, WATCH MOVEMENTS, AND PARTS (AUGUST 14, 1952—FIRST 
INVESTIGATION ) 


In this case the President again could not agree with the Tariff 
Commission, which again divided 4-2. His letter said: 


I have examined the evidence which they (the Tariff Commission majority) 
developed in support of their position, and I am unable to agree with their con- 
clusion. Rather, I am of the opinion that the weight of evidence does not sup- 
port the claim that our domestic watch industry has been seriously injured, or 
that there is a threat of serious injury. 


The members of the Commission apparently weathered this further 
demonstration of lack of confidence. There was no resignation or dis- 
missal. 

Once more the President paid his respect to the legislation. In his 
letter to the two congressional committees he strongly denounced the 
“share doctrine,” that is, share of the market, as dangerous. This 
share-of-the-market criterion was inserted in the legislation of 1951 
as a definite departure from the preexisting escape clause which rested 
on an Executive order. It was, therefore, not an unintended or nom- 
inal change. Again, as in the garlic case, the President expressed his 
displeasure over the character of the legislation. He wrote as follows: 

One may well ask how, in this situation, three Commissioners found serious 
injury. The answer seems to lie almost entirely in the significance which they 
attached to the fact that the expansion of domestic jeweled wateh production 
has not kept pace with the expansion of imports, so that the industry today enjoys 
a smaller share of the larger market. Because of the dangerous precedent which 
would be involved in accepting this share doctrine as the determinant of serious 
injury, I should like to emphasize its far-reaching implications. 

It was never intended that the program be limited by a requirement that 
domestic production must double whenever imports double. [Italie added. } 

Evidently the President did not mean to accept the share doctrine 
even though it was the law of the land. 

From this objection the President passed to the next one. This was 
also in the nature of a repetition of the garlic case. Once more he 
invoked the considerations of international relations and evidenced 
more concern for the Swiss than for the American watch industry: 

The impact which the tariff increase now proposed would have on Swiss- 
American relations would be extremely serious * * * The (watch) industry is 


concentrated in a part of Switzerland where there is relatively little other indus- 
try and the possibilities for transfer of employment small. 
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The President showed a reluctance to damage the Swiss watch in- 
dustry and _— to the difficulty of transferring employees to other 


industry. ‘This same difficulty has been exp many times on be- 
half of American industry with equal force and relevance without 
finding at any time an echo in the White House. 





TOBACCO PIPES AND BOWLS (NOVEMBER 10, 1953) 


The Commission was unanimous in its decision in the Briarwood 
Pipe case. This time the President rose to higher ground and said: 

Reasons of public policy or national interest which lie beyond the scope of the 
Tariff Commission’s field of inquiry may, from time to time, enter into this final 
judgment of the Commission’s findings. 

But he did not rest his case simply on what he regarded the superior 
national interest. He also said: 

In the present case, the primary cause of the domestic industry’s difficulty 
appears to be a shift in consumer preference. This is indicated by the fact that 
total annual sales in the United States of briarwood pipes have fallen off from 
a peak of 20.7 million in 1948 to 14 million in 1952. 

The sense of this seems to be that if the domestic industry is already 
beset by other problems nothing should be done about injury from 
imports. It is, however, exactly when consumption is declining that 
every unit of an article that is imported displaces its domestic counter- 


part. uke doe ; 

The President, in elaborating his point, continued : 

In view of the foregoing facts, I am not persuaded that the industry’s difficulty 
is due primarily to increased imports under the existing trade-agreement rates. 

Subsequent legislation made it clear that imports need not be the 
primary cause of the difficulty in which an industry might find itself 
thus giving further evidence of dissatisfaction with the Presidential 
interpretation of the escape clause. 





SCISSORS AND SHEARS (MAY 11, 1954) 


In this case the President once more rejected a 4 to 2 Commission 
recommendation on the een that the evidence of injury was in- 
sufficient. He wrote to Congress: 


In my opinion, the evidence presented has not sufficiently established that the 
domestic industry is subject to serious injury from imports, either present or 
prospective, to warrant my approving the recommendation of the majority of 
the Commission for a doubling of the duty. * * * 

* * * The data furnished by the industry to the Tariff Commission afford 
insufficient information, either as to the precise character of the scissors and 
shears constituting the bulk of the imports, or as to the focus of the alleged 
injurious competition. * * * 

Of particular interest in this case is the Presidential attitude when 
faced, not by a declining industry, but by one that has expanded 
since the prewar period. The President found it desirable to go back 
nearly 20 years for an anchor point, 1. e., toa per od when our economy 
was wholly different from that of the presentday. Hesaid: 


* * * a useful basis of comparison is with the years immediately before the 
war. So viewed, it appears that the value of the domestic shipments of scissors 
and shears has been running at about three times that of prewar. (Nothing said 
of quantitative comparison. [Italic added.] 






J 


CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 457 


From a juxtaposition of certain of these decisions it seems clear that 
if a domestic industry was already declining it was not entitled to 
relief, while if it had grown in recent years or since prewar it also 
was not entitled to relief. Under what conditions then would relief 
be forthcoming ? 


GROUNDFISH FILLETS (JULY 2, 1954, SECOND INVESTIGATION ) 


In this case the White House turned economist and told the indus- 
try that there was a better way out than a limitation on imports, as 
was recommended by the Tariff Commission 3 to 2 decision. These 
are the hopes the President held out: 


The great unsolved problem of this industry has been how to expand its 
markets. 


Parenthetically, I may say the fish industry already knew that. 


Per capita consumption of fish in the United States, particularly in the Middle 
West, has remained relatively low. 

* * * s oo & * 

I might add here that was no news to the fish industry. 

Recent developments have brought another great forward step in the intro- 
duction of a new product, fish sticks. * * * Conceivably, consumption may in- 
crease by almost 50 percent in a few years as a result of the new product. 

As matters turned out the White House did not distinguish itself 
in economic soothsaying. The groundfish fillet industry has gone 
back to the Tariff Commission for another determination under the 
escape clause. 

The Tariff Commission in the 1954 case recommended imposition of 
an import quota. This was in accordance with the escape clause stat- 


ute of 1951. The President overrode the Commission in the following 
words: 


I am firmly convinced that it would be a disservice to the long-run interests 
of the entire groundfish industry to limit the imports of groundfish fillets in 
these circumstances * * *, It would create an artificial scarcity and tend to 


increase the price. 

All this merely represented substitution of Presidential judgment 
for that of the Tariff Commission in the field of the Commission’s 
specific competence. 

Once again we fined the Executive overruling the Commission on 
the basis of “heads I win, tails you lose.” If the President cannot 
upset the Commission on one basis he does it on the other. It will 
be recalled that in the Briar Pipe case the President took refuge in 
“reasons of public policy or national interest which lie beyond the 
scope of the Tariff Commission.” 

Actually it obviously makes no difference to the White House 


whether the reasons adduced for overruling the Commission are with- 
in or lie. outside its scope. 


LEAD AND ZINC (AUGUST 20, 1954) 


This was another unanimous recommendation of the Commission 
that made little impression on the President. This time the White 
House again invoked its superior economic wisdom but went beyond 
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that and once more cited “our international relations.” The words 
follow: 


After a thorough review of the lead-zinc problem, I am convinced that a 
serious question exists as to the magnitude of the direct benefits that could be 
expected from the recommended tariff increase * * * There is a real question 
as to whether the tariff action would have important consequences in reopening 
closed mines. Moreover, the increase in the tariff would most likely depress the 
prices of these metals outside the United States. 

Since the benefits to be derived from the increase of the tariff on lead and zinc 
are so uncertain, I am not prepared to seek them at the expense of the serious 
adverse consequences that would follow for our international relations. Lead 
and zinc are important to several key countries. [Italic added.] 


Again there is an expression of concern over the depression of lead 
and zine prices. Where? Abroad, of course. The escape clause was 
established to provide a remedy against injury from imports to domes- 
tic industry. The White House has shown a tendency to read the 
clause as if it were a measure passed for the protection of industries 
of countries other than the United States. 


HANDMADE BLOWN GLASSWARE (SEPTEMBER 9, 1954) 


This was a 3-3 decision. The President refused relief for reasons 
that again turned the White House into the role of industrial adviser : 


* * * T believe that the fundamental cause of the difficulties of this industry 


lies in competition offered by machine-made glassware to both imported and 
domestic handmade ware. 


* * * * * * * 


In that situation no amount of change in duty can avoid the necessity of do- 
mestic producers of band-blown table and art glassware finding means of pre- 
paring themselves to meet the changes in industrial technique and consumer 
preferences that are inescapable in a dynamic economy such as ours. 


* * * cd * * + 


Added tariff protection offers no comparable real benefit in my opinion * * * 
By postponing the needed changes, it would also tend to discourage product and 


market research. 

Also it was again made clear that if an industry is already declining 
it need not look to the escape clause for relief. The industry will only 
learn from the White House what it already knew from firsthand 
experience, namely, that it has other troubles. In this case machine- 
made glassware was encroaching on the handmade product. Con- 
version by small companies is not easy because of costs and the loss 
of brand prestige. However, this difficulty of transferring to other 
lines, while recognized by the President in the case of the Swiss watch 
industry, was quickly forgotten when the difficulty in question faced 
a domestic industry. 

In this case the share-of-the-market principle was recognized, in 
contrast to its denunciation in the first watch case. In the present case 
the share of the market going to imports had remained about the same 
asin 1937. In other words, in a declining market imports had not in- 
creased their share. Thus, the “share” principle sould be recognized. 
It proved nothing. But once more the President went to prewar days 
for his anchorage. That was because imports did increase in the most 
recent postwar years (before the decision). 
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SPRING CLOTHESPINS (NOVEMBER 24, 1954—~-3D INVESTIGATION ) 


In this case the Commission vote was again 3-3. The President 
again took refuge in the declining industry gambit. This time the 
encroachment came from clothes driers and mechanization. 


The outstanding fact in this situation is that total sales of all clothespins have 
been definitely on the decline in the United States. 


« . * * 7. u 

The decline in the use of clothespins seems clearly attributable to recent 
domestic developments. Over 21% million automatic driers have been installed 
in American homes and apartment houses since the close of the war. 

Also, once more the White House refused to impose an import quota 
as recommended by the Commission. 

The President’s words were: 

Even if some restrictive action were warranted in this case, I should be par- 
ticularly hesitant to impose an absolute quota on imports in a case of this kind. 


Ordinarily any steps that an industry that is beset by import compe- 
tition might take to improve its efficiency would be applauded. In 
fact, one reason often advanced why domestic industry should not be 
protected lies in an imputation of inefficiency. In the present case the 
White House expressed itself on this point in these words: 

The reported decline in employment is due at least in part to the fact that 
several of the domestic firms have during the past few years installed additional 
equipment to improve their efficiency. With this increased mechanization they 
have required a smaller number of persons to turn out the same amount of goods. 

In other words, if an industry is inefficient it has no claim to protec- 
tion. If it strives to improve its efficiency it is also not entitled to 
protection. 


SCREEN-PRINTED SILK SCARVES (DECEMBER 23, 1954) 


This was another unanimous decision. 

The White House rejection of the Commission recommendation was 
based on three or four principal reasons. The first was that the indus- 
try had already declined. Here again the possibility of transfer to 
other pursuits was held forth: 

The substantial decline in domestic production of screen-printed silk scarves 
has presented a different problem for the screen-printers, cutters and hemmers, 
however. But with little adaptation each of these operations can he employed in 
the production of articles other than scarves. The screen-printers’ skills are 
also utilized in the manufacture of dress fabrics, men’s ties and drapery fabrics. 


Once more the White House assumed the role of economic adviser: 


Another important question in this case relates to the effect that a tariff in- 
crease would produce. It might well just reduce imports or increase their costs 
without appreciatively improving the market for domestic scarves. 


The presence of serious injury was not denied but foreign relations 
were once more invoked, as follows: 

Scarves are an important Japanese export specialty and it is Japan’s trade 
that would be mainly affected by an inerease in the tariff on imported scarves. 
A stronger and more stable Japanese economy is of major importance to Japan 
and the free world. 

It never occurred to me this would revolve about silk scarves, but 
apparently that was the thinking in the White House. 


83979—56—-pt. 1-30 
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Restrictive action which would affect mainly a Japanese product would be 
warranted at this time, therefore, only if it were clearly and unmistakably 
required. 


WOOD SCREWS (DECEMBER 23, 1954—-3D INVESTIGATION) 


Other sources of difficulty than import competition were again cited. 
The 1955 amendment of the escape clause was addressed to this point. 
Taking note of the dates, the 1955 amendment came after this decision 
which was made in 1954. 

It provides that if increased imports have “substantially contributed 
toward causing or threatening serious injury” relief may be granted. 
In the present case, dated December 1954, the White House said: 

Meanwhile, domestic production of wood screws, though generally higher since 
World War II than in the decade before the war, has also tended downward 
recently. But this decline in late years has stemmed not from imports, but 
mainly from an increase in the use of materials other than wood. The ratio of 
imports to consumption since 1951 has shown no increase but rather a slight tend- 
ency to decrease. 

The letter to Congress points out that some companies have indeed 
suffered, but not all of them. Yet it is well known that in nearly any 
industry particular companies because of size, location, patent rights 
or other reasons may be able to meet import competition that may be 
deadly to other companies in the same industry. The President ig- 
nored any such probabilities in this case and satisfied himself by 
saying: 

Financial returns of eleven companies making about 85 percent of all domestic 
shipments of wood screws indicate that this industry as a whole has not suffered 
serious injury. 

a s = > = * o 

I do not believe that the escape clause was intended to relieve the steady pres- 
sure of internal competition toward better production methods and lower costs. 

The Commission had again recommended an absolute import quota. 
The President rejected the suggestion. He said that it was— 
at best doubtful that an import restriction would materially relieve the less 
successful plants which have for some time been losing ground to more effective 
domestic producers. 

Nothing is said to throw light on the reason for the “less successful” 
operations of some companies. It might possibly have been import 
competition. The others are simply declared to be “more effective.” 


FLUORSPAR, ACID GRADE (MARCH 20, 1956—-SECOND INVESTIGATION ) 


In his letter of rejection the President simply said that members of 
the Commission were equally divided on the question of whether relief 
was warranted. The Commission vote was 3-3. The President 
continued : 

Under present law, I am authorized to consider the findings of either group 
of Commissioners as the findings of the Commission. 

- ow + * « ® a 


After full consultation with interested departments and agencies of the execu- 
tive branch, I have decided to accept, as the findings of the Commission, the 
findings of the three Commissioners who held no escape clause relief to be 
necessary at this time. 
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In previous cases in which the Commission divided 3-3 the Presi- 
dent nonetheless gave his reasons for refusing to invoke the remedy. 
Not so this time. 


PARA-AMINOSALICYLIC ACID AND SALTS (AUGUST 10, 1956) 


This was another 3-3 decision of the Commission. 

The President again accepted the findings of the three Commis- 
sioners who did not find that the domestic industry was actually suf- 
fering serious injury or threatened with it. 

Again the White House gave no reasons for its action but cited 
“full consultation” with interested departments and agencies of the 
executive branch. | 

Such consultations confirm what is apparently an unconscious re- 
flection of the President’s reliance on the executive departments and 
agencies for his guidance. The legislative branch has been so com- 
pletely forgotten that it no longer manages to come to mind when 
questions arise about the regulation of our foreign commerce. 

That is the review of the 12 cases where the President refused to 
accept the Tariff Commission’s recommendations. Next we turn to 
an analysis of these cases. 


PATTERN OF NEGATIVE PRESIDENTIAL ESCAPE CLAUSE DECISIONS 


The foregoing analysis, confined to the President’s negative deci- 
sions with respect to Tariff Commission recommendations, covers all 
12 such decisions, from 1952 to 1956. 

In 3 cases the President disagreed with the Commission’s majority 
that the evidence established serious injury; in 4 cases he cited eco- 
nomic reasons for declining to follow the Commission; in 4 instances 
he had recourse to the unfortunate effect that a duty increase would 
have upon international relations; 4 times he pointed to the declining 
trend of the domestic industry ; and in 8 cases refused to impose an im- 
port quota. In several cases two or more of these reasons were ad- 
vanced in the same case. In yet another instance he pointed to mech- 
anization as the cause of unemployment; and in other cases made 
something of the increase in domestic production since the war. 
Whereas in 1 case he denounced the share doctrine as dangerous, in 2 
subsequent cases he pointed out, as a reason for granting relief, that 
imports had not — a greater share of the market than during 
some previous period. 

It is particularly reflective of the executive attitude that in all 5 
of the evenly split decisions (3-3) of the Commission the President 
agreed with the 3 members who found no serious injury in every in- 
stance. 

It is also quite apparent that successive legislation designed to close 
loopholes, such as the establishment of criteria of injury, the redefi- 
nition of the term “industry,” and the specification that imports need 
be only a substantial part of the difficulty in which an industry finds 
itself, had little or no effect on the outcome of the Presidential deci- 
sions. So long as the President feels free to override the Tariff Com- 
mission’s judgment of the evidence, or feels at liberty to substitute his 
own economic speculation for the economic conclusions of the Com- 
mission, often as a result of supplemental investigations by the execu- 
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tive branch in the nature of ex parte proceedings, with the applicants 
excluded; or, finally, so long as he may invoke considerations of in- 
ternational relations as justification of his action, further legislation 
will be equally as ineffective as that of the past 5 or 6 years. 

The detour of Congress is by now a well-worn path. Even in some 
of the cases in which the President accepted the Commission’s recom- 
mendations, he went only part way. The bicycle case offers a prime 
example: 

This was a 4-1 decision calling for an increase of the duty on all 
types of imported bicycles to 22.5 percent. This would have in- 
creased the rates on lightweight bicycles from 7.5 percent and on all 
other types from 15 to 22.5 percent. 

The President chose, however, to raise the 7.5 percent rate to only 
11.25 percent, and accepted the recommendation to raise the 15 percent 
rate to 22.5 percent. Both the 7.5 percent and the 15 percent rates had 
been reduced under the trade agreements program from 30 percent. 

Before acting on the case the President returned it to the Commis- 
sion with instructions to obtain more information. Specifically he 
asked for more data, as follows: 

This information is essential in order to gain a clearer idea as to whether 
the decline in domestic bicycle production in 1954 was the beginning of a persistent 
trend or only a temporary variation * * * I would also like the Commission 
to give me its considered judgment as to the industry’s prospects for the remainder 
of the year as well (notwithstanding the absence of such forecasting require- 
ments in the criteria of injury found in the statutory escape clause). 

* * * T would also like the Commission to evaluate the extent to which antici- 
pation of the decision in this case may have influenced the volume of imports 
that has been entered. It would be helpful to know for the first part of 1955 
the status of inventories of imported bicycles in the hands of dealers and 
importers and comparable figures for the preceding 5 years, broken down, if 
possible, by types of bicycles * * * 

Such intricate and tender solicitude to avoid possible injury to 
makers of the foreign bicycles was in black-and-white contrast with 
the attitude of the Ocieanatttes for Reciprocity Information when the 
duty reductions were under consideration several years previously. 
The cold, repellent attitude of the CRI toward domestic producers 
somehow ripened into warmhearted concern in the White House to- 
ward the foreign producers when the domestic industry asked for 
relief. 

In deviating from the Tariff Commission’s recommendation the 
President explained that the Executive had much more to consider 
than did the Commission. The Commission, he said, had responsi- 
bility for one facet of the question only, namely : 

* * * to investigate and report to the President any finding of serious injury 
or threat of serious injury within the meaning of the law. 

The President, on the other hand, must deal (1) with the national 
security including “the economic strength of valuable allies in the free 
world.” He must think (2) of “building export markets for the prod- 
ucts of our farms, factories, and mines.” Then there was (3) the 
question of compensating other countries for withdrawal of a con- 
cession previously granted, he said; and (4) also the matter of “pro- 
tecting the American consumer against unnecessary and unjustified 
price increases.” 

Obviously the interests of the domestic industry and its employees 
get badly crowded by these multitudinous executive considerations. 
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There is no visible limit to the discretion of the President under the 
foregoing interpretation, either to overrule the Tariff Commission or 
to modify its recommendations; and little wonder that the hope of 
gaining ultimate relief under the escape clause shrank to the magnitude 
of a needle’s eye. 

From the foregoing review emerges the foregone conclusion that the 
wide disparity between the Presidential avowals and assurances on 
the one hand and actual results of tariff administration under the 
trade agreements program on the other will continue and may perhaps 
grow to greater proportions so long as the executive retains the scope 
of discretion that that branch of the Government presumes to enjoy 
in this field of delegated power. 

The remedy is self-evident. 

The Congress, obviously without intending to do so, but just as clear- 
ly because of the State Department’s interpretation of the delegated 
power and for other reasons reviewed above, all but relinquished its 
hold on the tariff and trade problem. In order to regain its proper 
grip it must loosen that of the Executive or create an intolerable con- 
dition of divided authority. 

To avoid breaking down the responsiveness of Congress to the elec- 
torate the congressional power of adjusting the tariff and regulating 
foreign commerce must not be alienated from Congress and placed 
into nonresponsive hands. This is precisely what has happened under 
the trade agreements program. 

Nor is this enjoinder answered by saying that “of course, Congress 
can still do as it pleases” even though it stands mute while the State 
Department makes international agreements that violate the princi- 
ple of congressional responsiveness to the electorate. The Congress 
is under obligation to preserve its freedom of action in such a manner 
that it can legislate according to its judgment without breaking the 
solemn agreement of this country. The State Department is guilty of 
the most reprehensible diplomatic conduct whenever it makes an inter- 
national commitment that Congress in the exercise of its constitution- 
al power may find it necessary to violate. 

Yet that is what the State Department has done under the delega- 
tion of power under the trade agreements program. Therefore, the 
delegation should either be withdrawn entirely or so limited that such 
arrant deviations from propriety, integrity, and good sense cannot 
recur in the future. 

A prime example of the State Department’s excursion out of bounds 
is found in the provision of the General Agreement on Tariffs and 
Trade that quantitative restrictions on imports—that is, import quo- 
tas—will not be established or maintained by this country. 

This meant simply that the State Department had arrogated to it- 
self the authority to bind Congress, to the full extent of the honor of 
the United States, not to legislate within the area of its jurisdiction 
along certain lines. 

Import quotas represent a means of regulating foreign commerce. 
This is an undoubted power of Congress. Many producing groups in 
this country have concluded that under many conditions import quotas 
are greatly superior to the tariff as a means of regulating imports. 

It happens, however, that in the Department of State many if not 
all the staff economists were opposed to import quotas at the time of 
the negotiation of GATT. In order to get their particular prejudice 
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not only accepted but settled in stone they worked it into the general 
agreement in 1947. There, they reasoned and hoped, it would be out 
of the reach of Congress. 

It is obvious that this inhibition against quotas has no place in a 
trade agreement and should be removed. If it is argued that Con- 
gress is in any case not bound by the Executive agreement there is then 
the greater reason that such a provision should not have been incorpo- 
rated into an agreement since other countries had every right to believe 
that it was offered in good faith. 

The complete freedom of Congress to establish or authorize import 
quotas should be recovered, free of all double-dealing and misleading 
conditions. 

In the interest of saving time which I have used rather abundantly, 
Mr. Chairman, I would like to offer for this record a statement on im- 
port quotas and one on the conflict between our agricultural policy 
and our trade policy as illustrated by cotton and cotton textiles. 

Mr. Bocas. Without objection, it will be incorporated in the record 
at this point. 

Mr. SrracKseEIn. Yes, sir. 

(The statements referred to follow: ) 


STATEMENT oF O. R. STRACKBEIN, CHAIRMAN, THE NATIONWIDE COMMITTEE OF 
INDUSTRY, AGRICULTURE, AND LABOR ON ImporT-ExporT PoLicy 


THE IMPORT QUOTA—SUITABLE INSTRUMENT FOR A LIBERAL TRADE POLICY 


Import quotas as a means of protecting domestic producers have been em- 
ployed by most of the leading trading nations of the world during the past three 
decades. The use of quotas became widespread abroad during the depression 
of the early thirties. The purpose, however, was not always nor wholly the 
protection of domestic industry. In many cases the quota was used as a means 
of protecting the national currency by discouraging unnecessary imports. 

The United States, on her part, has utilized import quotas quite sparingly. 
She has adopted several absolute quotas in pursuance of particular statutes, 
such as the Sugar Act, section 22 of the Agricultural Adjustment Act, and the 
now-expired section 104 of the Defense Production Act. In addition, she has 
negotiated a number of tariff quotas under the trade agreements program. This 
type of quota is, however, not a true quota but represents a limited tariff con- 
cession. It simply permits a given quantity of an article to be imported at a 
reduced rate while any imports beyond that figure must continue to pay the 
unreduced rate. Such a quota may or may not be protective, depending upon 
the level of the unreduced rate. 

Import quotas may, of course, be used to limit imports severely and if utilized 
in that fashion may be a more effective barrier to trade than the ordinary tariff. 
Because import quotas were used in such a manner by other countries against 
imports from us our Department of State unwisely condemned quotas as such 
and sought their complete elimination, as explained later. Quotas were and are 
often combined with other nontariff restrictions, such as import licenses, ex- 
change controls, bilateral trade agreements, and tariff concessions. In the 
aggregate these devices represent formidable barriers to trade and are widely 
used abroad to control and direct foreign trade. 

On the other hand, quotas can be employed as an instrument for the liberali- 
zation of trade and, in that respect, may serve a highly useful purpose. They 
may be imposed, for example, not for cutting back the volume of imports but 
for the purpose of removing from imports their most damaging competitive 
effects. These effects, described below, are the most feared by domestic pro- 
ducers and are the most disruptive of domestic production, employment, and 
trade. By freeing trade from this fear, quotas may produce conditions that 
are relatively favorable to imports and their continuation at high levels. 

Under the most-favored-nation clause a given tariff rate is applicable to 
all countries entitled to most-favored-nation treatment. Under the United 
States acceptance of the unconditional form of the clause this means at the 
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present time all countries except those under Communist control. In other 
words, if the tariff on toys or textiles is 25 percent this rate will apply regard- 
less of country of origin, with the exceptions noted. 

The fact is that not all countries stand on an equal competitive level. A tariff 
rate, such as 25 percent, for example, that would be adequate against the goods 
shipped to us from countries in which the standard of living approaches ours 
would in many cases be too low to give similar protection against the same goods 
coming from lower standard countries, such as Japan. If, on the other hand, 
the 25-percent rate were raised to meet the competition from the latter source, 
say, to 50 percent, it might be too high on the goods imported from the higher 
standard countries and might cut them out of our market. Import quotas are 
free from this weakness. They could be designed specifically to assure to the 
higher standard countries a fair share of our market instead of handing it over 
to the low-standard countries. 

The tariff need not be increased and in some instances might be lowered or 
even eliminated when import quotas are adopted. Foreign producers would 
then enjoy a margin which they could utilize to improve the living standards 
within their own country. The temptation to underprice as a means of gaining 
the market would be eliminated. 

The import quota, if properly designed and administered, will serve its most 
useful purpose at precisely the time when competitive imports ordinarily, in the 
absence of quotas, do their heaviest damage. Tariffs are neither as effective as 
quotas under such circumstances unless they are very high nor do they offer 
the degree of flexibility that may be achieved with quotas. 

To be specific, there are times, as in a seller’s market (i. e., high demand, short 
supply), when imports of particular products can do little or no damage in our 
market, for the simple reason that the market demand for these products is 
strong enough to absorb all the domestic supply plus imports at good prices. 
However, when production plus imports catch up with demand and the seller’s 
market gives way to a buyer’s market, imports may inflict a great amount of 
damage. 

When prices have reached their highest level and stocks or inventories begin 
to grow because of declining demand, thus reflecting sales resistance or slow- 
ness of consumers to buy, the market becomes highly sensitive and producers 
begin to exercise caution. The same is true of those who buy the output of 
producers. A sudden fear of being caught with warehouses full of high-cost 
stock seizes the producer while the buyer does not wish to load up retail shelves 
Wises rene merchandise. A widespread atmosphere of fear descends on the 
market. 

When imports hit such a market with the advantage of lower costs, the dangers 
of a price break become acute. The condition is aggravated under such circum- 
stances by the natural efforts of domestic wholesale buyers who, having a choice 
of buying from domestic producers or from importers, will seek to buy at the 
lowest prices rather than on quickest delivery. With the weight of a growing 
surplus worrying the producers, the buyers are in the saddle. They are not 
slow to inform domestie producers that their prices are too high and that im- 
ported goods may be had at lower prices. There are plenty of goods and no 
one is any longer in a hurry. 

Domestic manufacturers or producers, seeing themselves thus hemmed in, take 
the first step to protect themselves against heavy losses from high-cost goods or 
products on the shelves or in the warehouses. They shorten the workweek or 
lay off employees, or do both, hoping (1) to prevent a price drop by reducing 
pressure from increasing supplies, or (2) to contain the decline if a price reduc- 
tion cannot be avoided, and (3) to work off their inventory by cutting back 
production, thugs reducing their inventory loss and reaching an adjustment at 
a new level. 

Such an inventory adjustment may succeed in arresting the deflationary run. 
In that event, no greater damage may be done to the economy than is connoted 
by the term “recession.” As soon as it becomes evident that the downward trend 
has been arrested and that prices have steadied, producers will recall their 
workers or, if they have merely shortened the workweek, they will begin again 
to operate at full time. 

If domestic producers have control of the situation the probability of thus 
arresting the deflationary movement is greatly enhanced. If, on the other hand, 
control is out of their hands, as it will be if imports continue to flow in at an 
unreduced rate, or if imports take up the reduction in output caused by domestic 
cutbacks, there will be no way of halting the downward trend and it will soon 
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develop into the well-known spiral that leads relentlessly to a full-blown depres- 
sion. In the case of agricultural products the next planting season must usually 
be awaited before a cutback can be made. 

It is obvious that import quotas can be of inestimable help in efforts to contain 
the deflationary forces. Quotas will introduce an element of certainty into a 
field where uncertainty has become enthroned and works its havoc with tyrannical 
ruthlessness. The use of quotas will enable domestic producers to take into 
account the effects of a known volume of imports in planning their own produc- 
tion schedules. Furthermore, if the quotas are properly designed, imports will 
be called upon to share in the decline in consumption by being cut back in keeping 
with such a decline. Thus, instead of nullifying the cutbacks in output made by 
domestic producers in their efforts to cope with the deflationary forces, imports 
will bear their share of the burden in reaching an adjustment. 

Obviously import quotas must be designed with this purpose in view if they 
are to fulfill this function. With appropriate flexibility that will permit sharing 
in an expanding market as well as in a shrinking one, such quotas will perform 
the double function of sharing prosperity in a seller’s market and blunting the 
force of imports as a deflationary element in a buyer’s market. 

Involved in this design of quotas is a formula that would reserve to imports a 
stated percentage of the market. Ordinarily imports during a previous repre- 
sentative period would be used as a basis for calculating the share of the market 
that would be set aside for imports. An example will clarify the formula. 

Assuming this share to be 15 percent, and assuming further that average 
domestic consumption during the representative period has been 1 million units 
per year, then if consumption during the current year were estimated to remain 
at 1 million units, a 150,000-unit share (i. e., 15 percent) would be set aside for 
supply by imports. Should domestic consumption increase to 1,500,000 units, 
imports would be entitled to 225,000 units (i. e., 15 percent of the higher figure). 
If, on the contrary, consumption should decline to 500,000 units, imports would be 
held to 75,000 units (i. e., 15 percent of the reduced figure). 

In thus cutting the import cloth to fit the market the latter would be protected 
without imposing unfair restrictions on imports. Protection of domestic pro- 
ducers would come from several sources: (1) The volume of imports would be 
limited even if established at liberal levels, (2) certainty would replace uncer- 
tainty in assessing imports as a market factor and domestic production could 
thus be planned with greater confidence, (3) pressure on prices from imports 
would be eased since the foreign exporter could not sell more in our market by 
cutting his prices, and (4) plant improvements could be made, more efficient 
production equipment and methods installed by domestic producers, or plants 
expanded or new ones built, secure in the knowledge that low-priced imports 
would not disrupt the market and thus convert capital outlays into white 
elephants. 

Protection for the consumer would in all ordinary circumstances be provided 
through the flexible provision which would permit imports to expand in pro- 
portion to the expansion of the market. However, a further element of flexibil- 
ity should be introduced so that emergency market conditions might be met. 

Domestic production may under certain circumstances fail to maintain its 
normal level of output. This may happen particularly in the supply of farm 
products or in the fisheries. Such a failure would ordinarily be reflected by 
rising prices and declining inventories or stocks on hand contrary to seasonal 
trends. In order to protect the consumer against gouging and profiteering, 
import quotas should be designed for reopening and reexamination in the light 

_of such falling inventory levels and price increases. An additional volume of 
imports could then be authorized over a stated period of time until the market 
deficiency was corrected. For example, when shipments of Hawaiian sugar were 
halted by a prolonged strike, import quotas were reopened and more sugar 
allowed to come in from other countries. 

Further flexibility should also be introduced for greater protection of do- 
mestic producers who are caught in the toils of a deflationary trend that cannot 
be halted by the ordinary inventory adjustments referred to above. Should 
domestic inventories continue to rise above normal levels even though prices 
have fallen, thus indicating a gloomy supply-demand situation, it would be de- 
sirable to reduce imports in proportion to the cutback of domestic production. 
In order to make quotas sufficiently flexible to meet serious or unforeseen eco- 
nomic developments it would be desirable in some instances to divide annual 
quotas into quarterly-or even monthly periods. Seasonality in domestic pro- 
duction and in imports could thus be taken into account and accommodated. 
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Natural seasonal rises and declines in inventories could then be ignored, but 
inventories would be watched for abnormal developments. 

It is extremely important under these circumstances to distinguish between 
apparant consumption which consists of domestic production plus imports, with- 
out regard to inventory trends, and actual consumption, which may be lower 
than apparent consumption, when stocks are piling up. This can only be done, 
however, when reliable inventory reports are available. Apparent consumption 
would not reflect rising inventories at the very time when the development of 
surpluses becomes crucial to market stability. Actual consumption would reveal 
the true trend of consumer buying and would make possible the adoption of 
preventive measures before deflationary forces gain uncontrollable momentum. 

The superiority of the import quota over the tariff as a preventive of market 
demoralization is easily recognized when the slowness of tariff adjustment is 
taken into account. In addition to this slowness in responding to emergency 
conditions, tariff rates are not readily tailored to varying competitive conditions. 
The different competitive levels at which imports from different countries strike 
the domestic market, together with the difference in the capacity of domestie 
producers to meet price competition from abroad, make tariff rates uncertain 
in their effects. 

The very fact that quota controls were available would of itself introduce a 
stabilizing market influence. While it is not necessarily the magnitude of import 
volume that inflicts eompetitive damage, since a volume equal to less than 5 per- 
cent of the market may disrupt it under sensitive circumstances, the availability 
of a holding device would minimize the characteristic disastrous reactions of 
markets ridden by fear. When the volume of competitive foreign goods available 
for shipment to this market at a price advantage is not known or if the volume 
is known to be high, or to be growing, while the domestic supply is already ade- 
quate to market demand and growing, the threat of market disruption and injury 
contained in such prospective competition soon materializes as actual injury 
whether imports increase in fact or not—unless, of course, a workable defensive 
mechanism is at hand. 

The flexible import quota would provide such a mechanism whereas a tariff 
rate would not do so unless it were high enough to be known to be distinctly 
restrictive. In that event the tariff would unnecessarily restrict imports, and 
might cut the higher-standard countries out of our market altogether. A quota 
could accomplish the function of overcoming fear by introducing certainty with- 
out dealing too harshly with import volume. It would substitute containment 
and certainty for the blighting effect produced by the anxiety that goes with a 
tariff rate not high enough to allay fear, on the one hand, or the highly restrictive 
effect on imports of a tariff that is obviously high enough to overcome the eco- 
nomic perils of anxiety, on the other. 

Import quotas are sometimes condemned for throwing trade into a straitjacket, 
and it is entirely true that they lend themselves to this end. However, the strait- 
jacketing of trade may be accomplished without quotas, and this undesirable 
efféct of quotas may be avoided by the introduction of appropriate flexibility. 
It goes without saying that under certain circumstances and certain conditions 
of trade, tariffs are preferable to import quotas. This fact does not, however, rob 
quotas of their distinct advantages under circumstances such as those described 
above. 

For example, it is alleged that existing trade patterns become frozen when im- 
port quotas are employed. Of course, to repeat, quotas can and are used in a 
rigid manner: but they need not be. To avoid this rigidity a certain percentage 
of a quota may be reserved for flexibility in source of supply (i. e., country of 
origin) if certain countries would have all the competitive advantages in the 
absence of such reservations and thus make it difficult for others to break into 
our market. The very act of setting aside a portion of the domestic market, as 
suggested above, would insure an opportunity for expanding imports should our 
market itself expand. Furthermore, if evidence should accumulate at any time 
indicating the desirability of increasing the percentage share of the domestic 
market to be offered to imports, public hearings could be called to determine the 
merits of such a course of action. 

The administration of quotas may be more complex than the administration 
of the tariff. However, where the product is homogeneous and readily counted 
or weighed or measured, quota administration is simplified. Moreover, if the 
tariff itself could safely be taken off when quotas are established, double admin- 
istration would be avoided. Any product that is suitable to the application of a 
specific or a compound duty would lend itself to quota control. Many such 
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duties already exist in our tariff schedules. That other items would lend them- 
selves to such treatment goes without saying. Even items that differ greatly 
in physical characteristics, such as table and kitchen utensils, small hardware, 
etc., or are highly varied in composition, find a common denominator in dollar 
value and could thus be made subject to quota control. 

In view of the superiority of the import quota over the tariff in many obvious 
situations, this method of regulating imports should not be surrendered merely 
because some countries have apparently abused the quota by using it as a means 
of choking off trade. Many implements or instrumentalities that are in common 
use and performing a highly useful function could be and often are abused. 
That does not mean that their use should be outlawed. 

Yet that is exactly what has been done with the import quota. The General 
Agreement on Tariffs and Trade, known as GATT, to which the United States is 
a party, flatly outlaws the establishment or maintenance of import quotas. A 
few exceptions are then specified, such as the use of quotas to restrict imports if 
a country is in balance-of-payments difficulties or is underdeveloped and seeks 
to develop its industries. Neither exception applies to the United States. 

A third exception might apply to this country but is so written that even the 
quotas established under section 22 of the Agricultural Adjustment Act are in 
violation of GATT. Among such quotas are those on raw cotton imports, peanuts, 
dairy products, and wheat. That they conflict with GATT was demonstrated 
when late in 1954 and early 1955 in the ninth session of GATT it was agreed to 
waive action against us in maintaining these quotas. However, once a year these 
quotas are to be reviewed by GATT to determine whether their continuation may 
be justified. 

In view of our adherence to GATT, the question of import quotas, whatever 
their merit, would be wholly academic but for one fact: Congress has never rati- 
fied GATT. This means that we have not legally relinquished the use of quotas 
and that therefore the question of using them is not dead. 


THE TARIFF AND THE SOUTH 


It is no secret that the South, all the way from Virginia, through the 
Carolinas and Georgia to Texas, has been taking a second look at the tariff 
question. 

For generations the southeastern quarter of the United States was the very 
heart of the free-trade doctrine. This was natural since the area was given 
almost wholly to the growing of cotton and tobacco, much of which went into 
exports. More recently other crops were added on a smaller scale, such as pea- 
nuts, rice, and sugar. Altogether this quarter of the country was agricultural 
and drew its sustenance from the farm and the woods. 

Even before the secession of the Confederacy some of the economic aspects of 
the difference between the agrarian South and the more industrial North flared 
forth in bitter controversy on the floors of Congress. Historically the names of 
Calhoun, Webster, and Clay come to mind. The South was at a disadvantage in 
trading farm products for finished manufacturers and felt the hand of impoverish- 
ment tighten around her economic throat as the years went by. 

Her cotton and tobacco were sold in both the domestic and foreign markets at 
world prices, usually flattened by the forces of competition that had free play. 
On the other hand, when the growers of these crops went to their local merchants 
for the products that came from the northern factories or from abroad, duty paid, 
the prices they encountered were discouragingly high, whether they were tagged 
on overalls and winter woolens or on plows and rocking chairs. 

This differential between the prices received and the prices paid out was 
attributed to the tariff; and the tariff was identified with the bankers, financiers, 
and high hats of the East, later incarnate in the “pirates” and “bloodsuckers” 
of Wall Street. 

Tariffwise the South not unnaturally adopted a policy designed to correct this 
one-sided price situation, and called for dismantlement of the protective tariff. 
Politically it alined itself solidly with the Democratic Party, which in the second 
half of the 19th century adopted the campaign cry of “a tariff for revenue only.” 

This program did not pay off until Cleveland’s second administration, when the 
tariff was lowered in the Wilson-Gorman Act (1894). This was a long distance 
from 1816 when, after the conclusion of the War of 1812, the first openly protec- 
tive tariff was enacted. (The Tariff of 1789, the Nation’s first, was almost 
exclusively for revenue. ) 
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With McKinley’s defeat of William Jennings Bryan in 1896 the Dingley Tariff 
Act (1897) reversed the direction of the tariff again and it was not until the 
election of Woodrow Wilson that the Democrats had another chance to slash 
tariff rates. This they did in the Underwood Act of 1913. The cuts were sub- 
stantial but did not come to a direct test because of the outbreak of World War 
I the following year. 

The Emergency Tariff Act of 1921, the Fordney-McCumber Act of 1922 and 
the Hawley-Smoot Act of 1930 again reversed the downward direction and also 
marked the halt of tariff ratemaking by Congress itself. In 1934 came the Trade 
Agreements Act, fathered by Cordell Hull and sponsored by the second Roose- 
velt. This was the act that has had the name “Reciprocal” attached to it; and 
it had the virtually solid support of the southern delegations in Congress. 

The price disparity that a hundred years earlier had fanned the heated argu- 
ments of Calhoun had come in the early thirties of this century to be present in 
aggravated form. The great depression that in 1929 toppled the world’s economy 
in general and the American in particular accentuated the gap that yawned 
between farm and industrial prices. Therefore, tariff reduction became a politi- 
cal imperative. 

Farm prices had slid like loosened rocks down a mountainside in 1930 and 1931. 
They did not stop until they reached bottom in a valley overhung by brooding 
and motionless air. Industrial prices fell, too, but neither so precipitately nor 
so far. Nevertheless, they fell far enough to engender sympathy for the farmer, 
who in his discomfiture was by now no longer confined to the South. Wheat 
and corn and other crops and livestock were also in distress. 

There was the making of political action in this great debacle and it found its 
expression in the concept of parity for farm income. This idea was given shape 
in the farm price-support legislation of twenty-odd years ago. 

Crop production was to be controlled when surplus harvests bore down heavily 
on the price structure. Failing adequate cutbacks in acreage and output, the 
farmer was to be assured a fair or parity price in any case, backstopped by the 
Federal Treasury. This went for cotton. It went for tobacco and peanuts, 
all crops of the Southland; but it was not long before wheat and corn and dairy 
products as well as some others were also brought under the protective umbrella 
of the parity principle. 

Here was sown the seed that after 20 years was to germinate and help crumble 
the free-trade tradition of the South. When the farmer’s dollar spoke as loudly 
as the city man’s the old grievance, though still uttered from time to time, could 
no longer find its old response. 

Moreover, under the 29 bilateral trade agreements negotiated in pursuance of 
the Trade Agreements Act of 1934 and the 5 subsequent multilateral tarilf-cutting 
conferences, opening with the General Agreement on Tariffs and Trade (GATT) 
in 1947 and ending with the latest Geneva Conference in 1956, our average tariff 
protection had been cut down more than 75 percent. The tariff “wall” was no 
longer formidable. It was down from shoulder height to knee high. Obviously 
it could no longer serve as a convenient whipping boy for anyone. 

Thus from two directions the grievances of Calhoun were dissolved. The 
price disparity of farm products was attacked through the price-support pro- 
cram; the tariff that presumably made for high prices of those things the farmer 
bought was cut down by the indelicate strokes of a meat ax. 

So far as the South was concerned the protective tariff as the harbinger of 
destitution and disaster was gone. As a protest vote getter it thrived for a while 
purely on tradition, perhaps until 1950; but from gleaming so long as a red-hot 
coal it was now soon to become a cinder. 

In the meantime, as if by stealth or the slow rise of a tide, another transforma- 
tion was at work. It went hand in hand with the process just described but not 
necessarily as a result of it. This was the industrialization of the South. 

Cross currents cause eddies. Eddies make whirlpools. Surface craft may 
be sucked to the bottom of the swirling waters. 

Members of Congress from the South began feeling the pull of the current in 
very recent times. The great textile industry that began its southward drift 30 
years ago ended in a veritable avalanche of migration after World War II. Other 
industries picked spots for expansion below the Mason-Dixon Line. Paper- 
making, chemical manufacturers, aircraft building, oil drilling, glass and alumi- 
num plants, furniture making, even coal and steel operations, sprang up from 
State to State in the old South, west through Louisiana and Texas. 

Then as the new industry blossomed and the new business boomed they were 
touched by the frostry breath of import competition. Here was a menace that 
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was new to the South. Cotton and tobacco had been great export crops and on 
the whole needed fear no competition from abroad. So it was for many decades. 
Little wonder that the South had no heartfelt sympathy for those who sought 
“protection” from import competition. The southerners took the cry to be no more 
than the disguised groan of the insatiable greedy. 

It took a while for the facts to come home; and a little while longer to dispel 
the old prejudice against the tariff. However, facts are facts; and few facts are 
more compelling than those that spring from an economic base. Those who doubt 
the capacity of the South to change in the face of solid and demonstrated need 
should train their analytical faculties upon this scene. 

The storm broke when after Japanese recovery from World War II she aimed 
her cotton textile manufactures at the American market. The hits were broad- 
sides and the South reeled under the impact. As in the case of battleships, it is 
not necessary to shoot away the whole superstructure to disable or sink enemy 
eraft. It is only necessary to hit a few vulnerable spots. And in the same man- 
ner that a fleet commander knows that he has been outmaneuvered long before a 
layman watching the scene would guess that anything was wrong, the owners 
of the southern textile mills could detect the vanguard of disaster in what they 
saw. The Japanese need not be in a position to take the whole American market 
to visit destruction on the American textile industry. Economic blight as opposed 
to economic health does not await complete decapitation. It comes from con- 
clusions drawn from observation of forces in operation. 

The southern textile industry quickly saw the price advantage enjoyed by the 
Japanese in the United States market. It was attributable to the extremely low 
wages prevailing in Japanese mills. The rates are about one-eighth of the level 
paid in the domestic textile industry. Modern equipment installed by the Nip- 
ponese largely overcame the higher productivity that our industry would other- 
wise have enjoyed as an offset to the lower wages. 

This Japanese price advantage was therefore like superior competitive fire 
power and the recognition of this fact led to calculations that in turn could come 
up with nothing but dismay. 

So. 

The southern industry though holding a differential in wages to the dis- 
advantage of New England nevertheless could face nothing like this threat from 
across the Pacific. The industry’s leaders cast about for a remedy. Imports 
of ginghams, velveteens, damasks, and shirts and blouses were rising so rapidly 
that in some cases they supplied over half the market, leaving to our own in- 
dustry only the remainder. 

Then, as if to load further woe upon the industry, the State Department opened 
tariff negotiations with Japan and supported that country’s admission to GATT, 
i. e., the General Agreement on Tariffs and Trade. Rates on cotton textiles 
were reduced by 25 percent or more and the new duties became effective in 
September 1955. So great was the onrush of imports from Japan that in an 
effort to forestall unfavorable action by the United States, Japan herself 
curtailed the exports. But the obvious fact was not lost to sight. 

It was clear that Japan’s advantage was so definite that only by such artificial 
intervention could the flood be held within bounds. It was equally clear that 
Japan unilaterally held the restraining power, to be exercised at will. This 
meant that the southern textile industry and, of course, the New England in- 
dustry too, was to operate under a Damoclean sword. 

That this is not a satisfactory climate in which to operate may be concluded 
from the strenuous efforts made by industry generally to eliminate as much as 
possible the element of uncertainty. Uncertainty is a damper on business 
optimism and therefore on business expansion. It makes for fear and stagna- 
tion rather than confidence and expansion. 

There could be little doubt that greater protection was needed if the textile 
industry was to thrive and thus to help produce for the Southern States the 
economic transformation that the industry’s growth in that area had initiated 
and carried so far. 

How to bring such protection into being became a compelling question. There 
was much discussion. The tariff came under review. All manner of possibilities 
were considered. 

Quite aside from the residual psychological barrier against the tariff, in the 
form of sedimentary deposits of tradition, close inquiry showed thatthe tariff 
would not be a suitable or substantial tool of regulation. In the first place it 
would be necessary to raise it to such high levels in order to be effective that it 
would be condemned out'of hand as exorbitant. Moreover, if the rates were 
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tailored to fit Japanese competition they would exclude imports from nearly all 
other countries and thus would deliver our market almost entirely into the 
hands of Japan. If, on the other hand, the rates were shaped to fit other coun- 
tries, Japan could drive her competitors out of this market by underselling 
them. 

There came to be no question: the import quota was the answer. Quotas 
eould be designed to avoid the deficiencies of the tariff. 

Right here it was that a bitter lesson was in the making. 

This lesson went to the very foundation and character of our constitutional 
system of government; and with the lesson came an awakening that has not yet 
run its course. 

What the South learned was that during the period from 1934 to the present, 
but more particularly since 1947, the constitutional legislative channels leading 
to tariff adjustment and foreign trade regulation had been tampered with. 
This was a rude awakening and was difficult to believe. Nevertheless it was 
true, as much probing demonstrated. 

Ordinarily, when the sentiment of the country changes sufficiently to call for 
a change in legislation the necessary or desired modifications can be made. If, 
for example, it was found after 20 years of the trade agreements program that 
import quotas would be desirable as a means of regulating import competition 
nothing more was required than appropriate legislation. If sufficient voting 
strength was present no other obstacle need be anticipated other than a possible 
Presidential veto. 

Such was the system. The Constitution provided the mechanism. The Con- 
stitution placed upon Congress the authority to regulate foreign commerce and 
to make the tariff. . 

Import quotas represent a means of regulating foreign commerce and are in 
widespread use among other countries of the world. 

Why, then, if the tariff was not regarded as a suitable instrument for regulat- 
ing the inflow of textiles from Japan, could not the import quota be utilized? 
This country does use import quotas to restrict imports of raw cotton, wheat, 
wheat flour, sugar, peanuts, and other agricultural commodities. The question 
was a natural one. 

The principal obstacle lay in the General Agreement on Tariffs and Trade, or 
GATT, which was negotiated in 1947 and signed by 23 countries. (Today the 
signatories, including the United States, number 35.) 

In that agreement is to be found a general ban on import quotas. The member 
eountries agree not to “establish or maintain” import quotas. This means not 
only refraining from establishing new quotas but the elimination of existing 
ones. The general agreement did contain several exceptions but 2 of the 3 
exceptions adopted were made to suit countries other than the United States. 

For example, import quotas could be imposed by countries suffering from 
dollar shortage. They could also be imposed by underdeveloped countries to 
protect their industrialization. These exceptions are not applicable to this 
country but suit many other countries. Finally, import quotas could be used as 
a temporary measure to restrict imports of farm products if the government 
restricted domestic production of the same crop. Imports could then be cut back 
in the same proportion as the domestic harvest. The latter exception was the 
only one applicable to this country. 

Here was a barrier to legislation thrown across the path of Congress by the 
State Department. Congress was to stand mute under this ban. It was not 
to legislate the imposition of import quotas on industrial products since such 
legislation would have violated the renunciation of such quotas contained in the 
General Agreement on Tariffs and Trade. 

The position in which some of the southern Members of Congress found them- 
selves was one of discomfiture. They had supported the trade agreements pro- 
gram for reasons already set forth. Unfortunately they had asked few if any 
questions about the details of the program as it was elaborated by the State 
Department. Therefore, it came as a surprise and shock to many of these mem- 
bers to find themselves virtually hog-tied so far as action in behalf of the textile 
industry was concerned. 

The State Department had been on the scene ahead of them and in effect had 
legislated for them. It had staked off a preserve within the very domain of 
Congress itself, and posted it against congressional trespass. For example, it 
had given Uncle Sam’s word that we would not impose or maintain import quotas 
and had also bound many tariff rates against change. To find themselves thus 
evicted from their own premises while they were elsewhere occupied and while 
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they trusted the State Department, triggered a reaction in Congress that was 
not favorable to that Department. 

While it was with the apparent consent of the southern delegations in Con- 
gress that the State Department negotiated the General Agreement on Tariffs 
and Trade in 1947, the consent was more in the nature of silence than in the 
form of express confirmation of State Department action. 

One great defect of the trade agreements legislation lay in the failure of Con- 
gress to call for reports from the State Department. There was no accounting 
of stewardship. ‘The hearings held before the Ways and Means Committee and 
the Senate Finance Committee for the extension of the Trade Agreements Act 
from time to time were not designed as media for receiving such accounting. 
The result was the same as if the State Department had carried on secret and 
concealed negotiations in Geneva, Annecy, Torquay, and the two successive 
sessions in Geneva (scenes of the five multilateral conferences). Congressional 
knowledge of the trade agreements for years was therefore not surprisingly 
superficial and cursory. This lack of knowledge was not confined te the South 
but was shared by that section. 

What the South now faces is the problem that has confronted many industries 
located in other parts of the country, namely, a head-on conflict between the 
foreign economic policy of this country as evolved by the executive branch on 
the one hand, and on the other, the authority of Congress to regulate foreign 
commerce and to safeguard American industry, agriculture, and labor against 
injurious import competition. 

Seldom has the separation of the governmental powers been more clearly 
called into question than in this instance. While Congress was semidormant 
so far as trade agreement operation was concerned the executive (in this case, 
principally represented by the State Department) so entrenched itself that it 
has all but succeeded in stopping every congressional move to recapture the 
glimmering constitutional authority. 

If indeed the southern Members of Congress had not awakened in time to 
the impending divestment of congressional authority contained in the Executive 
proposal of 1956 that Congress approve United States membership in the Organ- 
ization for Trade Cooperation (OTC), this move might have succeeded and 
Congress would effectively have signed its own surrender document, and there 
would have been no recourse this side of a bitter constitutional crisis. 

The whole story of the South and the tariff is, however, not told by the experi- 
ence of the cotton textile industry. There are other industries in that section, 
notably sugar, petroleum, shrimp, hardboard, tung oil, etc. Their problem with 
import competition is similar to that of other industries in other parts of the 
eountry. Sugar is an exception for the present since this sweetening agent is 
protected by an import quota allocation system under a special Sugar Act. 

But all together even these southern industries do not of themselves offer a 
complete account of the change in southern attitude. We must turn to the 
producers of raw cotton in Dixie to capture the full flavor of the disenchantment 
over the reciprocal trade agreements program. 

When the trade program was launched in 1934 it was merchandised very 
widely as a sure cure for the farm surplus problem. It would help us sell sur- 
plus cotton, tobacco, wheat, apples, dried fruits, lard, and other farm output in 
all parts of the world. By reducing our tariff we would import more foreign 
goods and this would spread our dollars around in other countries. These dollars 
would then be used to buy our cotton, ete. In other words, by stepping on some 
people’s toes it would be possible to help other fellow citizens, 

Cotton, notably, was the king of our farm exports just as cotton was king 
in the South. So the Cordell Hull trade program was made to order for the 
cottongrowers. They were to be the great beneficiaries—and, of course, they 
believed the advertising. 

This country before 1934 had regularly for the 10 preceding years sold abroad 
some 7 to 8 million bales of raw cotton annually. This was over 50 percent of 
the crop. In postwar years exports began to plummet and by 1955 hit the trough 
at less than 3 million bales. In the meantime, the Government has garnered 
the highest stock of cotton bales on record, a year’s domestic supply, with a new 
crop coming in. Cotton acreage has been cut to the lowest point of this century, 
over 40 percent below the 1931-35 average. 

The explanation is simple enough. The price support and crop control pro- 
gram raised our prices some 20 percent above the world price. Our foreign aid 
and technical assistance programs at the same time stimulated the production 
of both raw cotton and cotton textiles in other countries. Recent tariff reduc- 
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tions on cotton textiles then added woe upon woe by greatly increasing imports 
of various cotton products. 

The result?) Not only, as just noted, have raw cotton exports declined but 
exports of cotton goods as well. On the other hand, imports of both textiles and 
garments made of cotton have increased. In other words, the American cotton 
industry was beset on all sides. The only measure that has prevented the bot- 
tom from falling out completely all along the line, from raw cotton to cotton 
goods, is the import quota imposed on raw cotton under section 22 of the Agri- 
cultural Adjustment Act. This quota, which has strictly limited the imports 
of the raw fiber, has, however, been declared in violation of our obligations 
under the general agreement by GATT itself. To permit its continuance GATT 
has granted us a temporary waiver. The presumed power of GATT to grant 
the United States Congress a waiver caused some hard second thinking. Where, 
how, and when did GATT obtain or accumulate such power? 

The situation in other words was and is unpalatable in the extreme. Com- 
posed of contradictory policies and abandonment of proper principles of govern- 
ment the confused currents confronted Congress with a grotesque problem. 
With a year’s supply of raw cotton accumulating in the warehouses the problem 
could not be evaded. In order to meet it and in order to avoid imposition of 
import quotas on cotton textiles, so darkly frowned upon by the State Depart- 
ment as involving a violation of GATT, the 84th Congress in 1956 broke loose and 
authorized the exportation of raw cotton to foreign markets at competitive prices, 
some 7 cents per pound below our home price. This represents point blank 
dumping and is also contrary to the General Agreement on Tariffs and Trade. 
Mexico, India, Egypt, Peru, and other countries that have doubled their raw 
cotton production in 10 years, without help, are highly incensed over this policy. 
Our dumping bids fair to upset and impair their own home and foreign markets. 

At the same time textile exporters from this country beginning August 1, 
1956, were authorized to draw upon the Treasury to make up the difference be- 
tween the price of domestic cotton used by them and the world price of such 
cotton. This subsidy is designed to help them regain their shrunken foreign 
markets—again at the expense of India, Japan, and other countries whose textile 
industries we helped expand with such fervor under the foreign aid and technical 
assistance programs. 

Once more, this subsidization is contrary to the principles if not the tempo- 
rary exceptions of GATT and unquestionably has the makings of a first class 
international row. It openly risks the alienation of countries that we pre- 
viously had so painstakingly and laboriously befriended. In short we are meet- 
ing ourselves coming back. 

Thus the profound unwisdom of the State Department’s attempt to tie us up in 
an international agreement, by trespassing on the authority of Congress, is re- 
vealed in a glaring light. Having stretched the illicit band of power to its 
breaking point, the elastic finally snapped and resoundingly and most embar- 
rassingly smote the Department’s reddening face—in full view of the onlooking 
world. The Department had played a dangerous, overslick and reprehensible 
game. It had taken shortcuts to power, looking upon Congress as torpid and 
unknowing rather than merely trusting. 

The fallacy of a worldwide diplomacy of this kind, based upon the illicit ex- 
ercise of power by the Executive as exemplified by the GATT Agreement (so far 
as the United States is concerned) on the one hand, and hoodwinking of Con- 
gress, on the other, should now be clear to the State Department itself. That 
the Executive cannot be trusted to stay within bounds in the absence of close 
legislative surveillance when exercising delegated authority has been abundantly 
demonstrated. The South has learned its lessqn; and Congress as a whole is 
rapidly awakening. 

Though slow in coming, the southern shift has produced reverberations that 
have not yet run their course. The tardiness of the change lay in its very nature. 

Not only was a deeply rooted psychological vested interest at stake, i. e., the 
free trade philosophy, but a matter of loyalty to tradition. This of itself was 
disturbing. Any son of the South was naturally reluctant to turn his back on a 
revered philosophy. The delay caused by this regret on the other hand did much 
to allay the sense of guilt for having gone along so blindly while the State De- 
partment was busy covertly but wittingly upsetting the constitutional balance 
of power. 

That the conflict surfaced at the precise time it did, i. e., while the Republican 
Party held the White House, heips explain why the Democratic platform 
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adopted in Chicago in 1956 for the first time since the Civil War contained a 
plank calling for protection of domestic “agriculture, industry, and labor” against 
serious injury from imports. The support of the South for such a plank, added 
to sentiment from other sections, created sufficient pressure for its adoption. 

If the ghost of Calhoun groaned when the Chicago platform was gaveled into 
history it could take comfort from the fact that a much stronger and detailed 
plank, backed by southerners, did not gain the dignity of platform status but 
remained simply as a subcommittee recommendation, albeit as a reminder. Or 
better yet, it could reflect that the southern turnabout was in rational response 
to changed economic conditions and, coming when it did, upset a far-reaching 
grasp of power by the Executive that bade fair to set Congress to one side. 

The breakthrough having occurred, the refrain of the old free-trade song of 
the South begins to echo in the distance. With this recession also goes the firm 
grip of the State Department on the foreign trade policy of the United States. 
This is because the South has come into par with the other parts of the country 
that have long fought the same battle and can therefore face her new problem 
with waiting allies. 

Mr. Boces. You have made a very comprehensive statement, Mr. 
Strackbein, and we appreciate it very much. 

Mr. Srracksern. Thank you, sir. 

_Mr. Bocas. We know of the great time and effort that you have 
given to this problem. 

Mr. Srrackeein. I am aware that I have used a great deal of time 
and appreciate the time and the courtesy extended to me. 

Mr. Boaes. Mr. Harrison, do you have any questions ? 

Mr. Harrison. Mr. Strackbein, yesterday Mr. Lynn, of the Ameri- 
ean Farm Bureau Federation, indicated that in his opinion in the 
negotiation of these trade treaties our negotiators were not sufficiently 
tough in protecting the interests of the American producers. 

Do you have any comment to make on that ? 

Mr. SrRackBEIN. Our negotiations are all carried on in secret. So 
it becomes impossible, really, to know what they are doing. So I do 
not know how tough they are. Apparently he went by the results; 
that is to say, he felt that for the concessions that we granted we did 
not get adequate reciprocal concessions from other countries. 

Mr. Harrison. Have you noticed in these negotiations a tendency to 
make treaties under which we make concessions to country A in return 
for that country making a trade concession to country B, and thereby 
eliminate United States exports and imports entirely ? 

Mr. Srracxsern. I did not fully understand your question, sir. 

Mr. Harrison. Have you noticed a tendency for us to make con- 
cessions to country A in return for its agreement to make concessions 
tocountry B? 

Mr. Srracker1n. Well, there has been some evidence of that. I do 
not know how well it has worked out. There also has been a tendency 
im several instances of making a concession to one country which was 
not the principal supplier of the product in question with the result 
that other countries without necessarily giving a reciprocal or com- 
pensatory concession got the benefits extended to the first country. 

Mr. Harrison. Would you say that the negotiations with Japan 
to make tungsten—which, as I understand it, Japan is not a major 
producer of tungsten—available to us, an agreement with the United 
States to take large supplies of tungsten from Japan, which Japan 
would in turn receive from Communist China, be an example of thas.’ 


Mr. Srracksern. Presumably, if such a concession is made, tie | 
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other suppl} ing countries in the hope of gaining some concessions from 
Chae but sv far as I know there is really no way to check up on 
that. 

Mr. Hartson. In your statement you discuss the case in which 
the Preside 1t granted relief according to the recommendations of the 
Tariff Commission. I am wondering if in your judgment the necessity 
of relief in those cases was any more apparent than it was in those in 
which relief was denied ? 

Mr. SrrackseIn. Mr. Harrison, I thought that I had already tres- 
passed upon the time of the committee in the length of this statement, 
and therefore refrained from going into any other aspects of this pro- 
gram that I would like to have done. 

I will say that a review of the cases in which the President did 
accept the Commission’s recommendations should be made. I think 
that again the decisions should be analyzed. I think it should be de- 
termined whether there was any consistency in the pattern and 
whether or not, as you say, there was greater urgency for relief in 
those cases than in the cases that were rejected. 

I would suspect from the analysis that I have here presented with 
respect to the cases that the President rejected that there would not 
necessarily be much consistency in the decisions of the White House in 
the cases where the White House did accept the recommendations, and 
also I would suspect that it would be extremely difficult for the Presi- 
dent to point out wherein those cases were more entitled to relief 
than those where the relief was rejected. 

I would be very glad to supplement this statement with a written 
analysis of those cases, if you so desire. 

Mr. Harrison. I think it would be desirable; yes, sir. 

Mr. Srracksern. All right, sir. 

(The information referred to follows:) 


ANALYSIS OF ESCAPE CLAUSE CASES APPROVED BY THE PRESIDENT IN WHOLE OR IN 
PART 


The first case under the escape clause approved by the President was forwarded 
to him by the Tariff Commission September 25, 1950. The Commission’s recom- 
mendation was made under Executive Order 10082 and preceded the enactment 
of the statutory escape clause in 1951. Involved were women’s fur felt hats 
and hat bodies. Thereafter all escape-clause actions were governed by the statu- 
tory provisions of the Trade Agreements Extension Act of 1951 and subsequent 
amendments thereto. 

Six cases have been approved by the President under the statute. They were 
Hatters’ Fur; Dried Figs; Alsike Clover Seed ; Watches, Movements, and Parts; 
Bicycles; and Toweling of Flax, Hemp, or Ramie. With the previous case the 
total comes to seven. These will be analyzed below in chronological sequence. 


1. Women’s Fur Felt Hats and Hat Bodies, September 25, 1950 


This was a unanimous decision of the Commission. 

The case is of particular interest if read in conjunction with the President’s 
explanation of his rejection of other cases sent to him by the Tariff Commission. 

One point of interest is that the women’s fur felt hat industry was a declining 
industry at the time of the escape-clause action. It will be recalled that in other 
instances the President pointed to a decline in the domestic industry from causes 
other than imports as a reason for not granting a remedy. (See the cases of 
Tobacco Pipes and Bowls, Hand-Blown Glassware, Spring Clothespins, and Wood 
Screws.) 

The Tariff Commission report said: 

“The decrease in production both of women’s hat bodies and of men’s hats has 
been attributable largely to reduced consumption resulting from an increased 
tendency to do without hats.” [Italic added.] 
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This statement, however, was followed in the report by an acknowledgement 
that a considerable part of the reduction in total employment in the manufac- 
ture of hat bodies “has been attributable to the increased imports of women’s 
hat bodies * * *.’ Yet, the report adds, “the proportion attributable to that 
factor cannot be estimated with any degree of precision.” [Italic added.] 

Nevertheless the President found no fault this time with the Commission's 
finding of fact as he did in other cases (notably Garlic, Scissors and Shears, and 
Watches), nor did he reject the Commission’s recommendation because the hat 
industry was in any case already declining. Also, he did not suggest, as he did 
in other cases in which he rejected the Commission’s recommendation, that the 
industry turn to other products to make up the deficit incurred from hat produc- 
tion. And, although a large part of the imports came from Italy, he did not 
invoke the factor of international relations in order to rejeet the recommenda- 
tion, as he did in other cases. On the contrary, he proclaimed the recommenda- 
tion in full, without reservation. 

The other point of interest lies in the share of the market supplied by imports 
as compared with other cases rejected by the President. 

Imports of women’s fur felt hat bodies had supplied 3.2 percent of apparent 
domestic consumption in 1947. This had risen to 23.4 percent in 1950 (January- 
June). 

In the case of Ground-Fish Fillets the increase in imports was much more 
striking, but the President rejected the Commission’s recommendation for relief. 
From 5 percent of the market supplied by imports in 1947, imports rose so 
sharply and domestic production declined so precipitately that in 1951 about 
half the market was supplied by imports. In other words, the imports gained 
double the share of the market in this case as in the case of women’s fur felt 
hats. According to the Tariff Commission report domestic “production in 1953 
(only 112 million pounds) was about 25 percent below the 1951 level * * *.” 
Said the report: 

“Whereas the domestic output of ground-fish fillets declined by 25 percent 
between 1951 and 1953, imports thereof were at a higher level in both 1952 and 
1953 than in preceding year.” 

Yet in the Women’s Fur Felt Hat case the President accepted the Tariff Com- 
mission recommendation but could not find grounds for accepting it in the 
Ground-Fish Fillet case. The other criteria of injury were, if anything, also 
more impressive in the Ground Fish case than in the hat case, in which they were 
substantial indeed. 

Another example by way of contrast was the Screen-Printed Scarves case, 
also sent to the President in a unanimous decision by the Tariff Commission. In 
that case, rejected by the President, the Commission said : 

“Beginning with 1950, sales in the domestic market of screen-printed silk 
scarves imported from Japan have supplied a greater part of the comparatively 
large and increased annual domestic consumption of screen-printed silk scarves. 
In that year the portion was about one-third of the total, and in 1951 it was over 
half. The estimate for 1952 is more than three-fourths of the total. Compared 
with these years, the portion in 1949 was exceedingly small; in 1947-48 it was 
insignificant.” [Italic added.] 

Domestic production declined sharply from its peak of $25 million in 1948 
to $15 million in 1950 and an estimated $3 million in 1952. The number of 
manufacturers dropped from 108 to 49 during this period. 

Here again was evidence of acute injury, but the President refused to act to 
protect the domestic industry. 

Other cases in which the President overrode the Tariff Commission could 
be cited in which the evidence of injury was at least as impressive as in the 
Women’s Fur Felt Hat case. All these cases were reviewed in my testimony 
before the subcommittee and may be found therein. 


2. Hatters’ Fur, November 9, 1951 


The Commission’s recommendation was uanimous and it was accepted by 
the President. The duty was increased. The report to the President said: 

“Statistical data are not available to measure exactly the relationship of im- 
ports to United States consumption of like or directly competive grades. In- 
formation obtained by field contact, however, indicates that about 30 percent 
of consumption consists of such grades and that at least 20 percent of total 
oe of these grades in 1950 and the first 6 months of 1951 was supplied 
xy imports.” 
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The number of employees declined in 15 plants from about 950 in midwinter 
1950-51 to 750 in July 1951, “a drop of about 20 percent.” 

Once more the President found nothing wrong with the Commission’s find- 
ings. He invoked none of the considerations which led him to reject other Tariff 
Commission cases where the evidence of injury was at least as cogent as in 
this case. 

Consider the case of Tobacco Pipes of Wood (Briar Pipes) sent to the Presi- 
dent December 22, 1952. This was a unanimous decision and was another one 
of the 12 rejected by the President. 

In 1948 the imports were at a low level. In 1951 they had risen to 3.2 million 
units equal to about 20 percent of the domestic market. Domestic production 
was at a 26.4 million level in 1946 but dropped to approximately half that level 
in 1951. The Commission report said: 

“Data covering the first 9 months of 1952 indicate that domestic production 
will be lower in 1952 than in 1951 and even than in 1950.” 

The same report says that in 1946 domestic producing concerns numbering 38 
employed about 3,000 workers. By 1952 there remained only 17 concerns with 
an employment of about 1,300 workers. 

Yet the President found himself unable in this case to proclaim the Tariff 
Commission’s recommendation. In neither the Women’s Fur Felt Hat nor the 
Hatters’ Fur case, in both of which the evidence of injury was impressive, was 
it more impressive than in the Tobacco Pipes case. 


3. Dried Pigs, July 24, 1952 


In this case again the vote of the Commission was unanimous. The evidence 
of injury satisfied the President and he proclaimed the higher duty recom- 
mended by the Commission. 

In this instance the ratio of imports to domestic production (not consump- 
tion) rose from 5.8 percent in 1948 to 23.2 percent in 1950, but then dropped 
to 14.9 percent in 1951. This was equal to about 13 percent of apparent con- 
sumption. However, the report stated that the “carryover of dried figs from 
the 1951 crop threatens to bring about a reduction in the prices that the packers 
will offer the growers for the 1952 crop, compared with the prices paid in 1951.” 
Also it was anticipated that the 1952 crop would be “somewhat larger than the 
1951 crop.” 

The Commission also said that the “excessive carryover from the 1950 crop” 
plus the larger crop in 1951, “and the prospect of imports continuing at a high 
level together led to a 30-percent decline in prices which the packers offered the 
growers for figs in the 1951 crop * * *.” 

However, the 1951 crop was no larger than the one in 1948 and only about 2 
percent larger than in 1949. The 1950 crop was short and the 1951 increase was 
only a little over 10 percent. 

Thus while the evidence of injury was impressive and adequate it was no more 
so than in the presidentially rejected cases already cited herein. A more op- 
posite comparison might be made with the Garlic case since both figs and garlic 
are agricultural products. The President rejected the Commission's 4 to 2 ree- 
ommendation with respect to garlic, while accepting the fig recommendation. 

Imports of garlic in 1947 amounted to 39.3 percent of domestic production 
and jumped in subsequent years. In 1951 they represented 115.1 percent of 
domestic production or distinctly over 50 percent of apparent consumption. 
Acreage declined from over 4,100 acres in 1946 and 1947 to 3,100 in 1951. The 


@value per 100-pound sack dropped from $19.70 in 1948 to $8.60 in 1951. 


These statistics indicate an injury that is at least as impressive as in the case 
of dried figs. Yet the President accepted the Commission’s recommendation 
in the one case but not in the other. In the Garlic case he said that the garlic 
growers “had ample opportunity to increase their production of other crops.” 
He also said that the evidence of injury was “tenuous and unimpressive.” He 
said further that he ‘‘was disturbed by the protectionist overtones” of the 
Statutory escape clanse enacted in 1951. 

Finally in the Garlic case he invoked international relations. It is difficult 
to see why he could not have used the same arguments to reject the Dried Figs 
case. Evidently it was the pleasure of the Chief Executive to grant « remedy 
in the one case and not in the other. 


}. Alsike clover seed, May 21, 1954 
In this unanimous recommendation the Tariff Commission called for an in- 


grease in the duty from 2 cents per pound to 4 cents on imports up to 1,500,000 


pounds and 6 cents per pound on amounts in excess of that volume. The Presi- 
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dent refused to accept the 4-cent recommendation but proclaimed the 6-cent rate 
on imports above 1,500,000 pounds as recommended by the Commission. 

In his proclamation the President in paragraph No. 6 said “Whereas I find 
* * *” so and so; namely that the proclaimed rates would remedy the injury, 
but failed to mention the finding of the Commission and the difference between 
his finding and that of the factfinding agency. He thus substituted his finding 
for that of the Tariff Commission, even though the escape clause makes no 
reference to a Presidential finding. 

Nor did he set forth his reasons for a finding at variance with that of the 
Commission. Interested parties were given no opportunity to express them- 
selves on any new facts that may have been developed by the executive agen- 
cies after the public hearings to justify the President’s deviation from the 
Commission. 

As for the import trend that justified a finding of injury in this case the Com- 
mission cited 1952 and 1953 (marketing years) percentages showing the ratio 
of imports to domestic production. They were 31.4 and 37.4 percent (first 
10 months) respectively. This was in the neighborhood of 25 percent of the 
domestic market. 

The domestic acreage harvested fell from 128,700 in 1948 to 64,000 in 1953 
but yield rose from 130 to 193 pounds per acre, so that production dropped only 
from 16,764,000 pounds to 12,342,000 or some 25 percent. Growers’ prices dropped 
from a range of 30.5 cents per pound in 1951 to a level that “approached the 
price-support level of 25 cents a pound” after the 1952 harvest. 

These various facts fail to reveal the difference that led the President to 
proclaim an increase in the duty in this case and to deny it in the garlic case; 
nor do they disclose any reason why the President should have accepted a part 
but not the whole of the Tariff Commission’s recommendation. 


5. Watches, movements, and parts (second investigation), May 21, 1954 


This was a 4 to 2 decision with 1 of the 4 members of the Commission advanc- 
ing reasons differing in some respects from the other 3 for his findings. The 
President proclaimed the recommended higher rates. 

Imports of jeweled-level watches supplied an estimated 60 percent of domestic 
consumption in 1936-40, 74 percent in 1946-50, and 80 percent in 1953. In the 
case of pin-lever watches imports went from an estimated 3 percent in 1936—40 
to 16 percent in 1946-50, and 35 percent in 1953; while in the case of pin-lever 
wrist watches the respective percentages of imports to consumption were an 
estimated 11, 32, and 50 percent. 

Employment in the domestic jeweled-lever watch industry declined from 
10,349 in 1948 to 6,588 in 1953 and to 4,242 in April 1954. 

While in 1952 a 4 to 3 recommendation by the Commission was rejected by 
the President, he accepted the recommendation made in pursuance of the second 
investigation in 1954. 

Contrary to public impression the President did not base his decision on 
considerations of national security. A White House press release did say that 
the President’s action “will have an important collateral effect in contributing 
to the maintenance of a satisfactory industrial mobilization base for the domestic 
production of watch movements and other precision devices necessary for 
national defense.” [Italic added.] 

The escape clause makes no mention of national security as a criterion of 
injury. 

Because a relatively large share of the market was being supplied by imports, 
particularly of jeweled-lever watches, before and during the war (60 percent 
in 1936-40), it is difficult to draw a comparison between this case and any of 
the cases rejected by the President. 

As for the change in Presidential attitude between 1952 and 1954 it may be 
observed that the general position of the watch industry in the face of imports 
had indeed suffered greater deterioration in 1954 over 1952, as developed in the 
report of the Commission member who found serious injury in 1954 but only a 
threat of serious injury in 1952. 


6. Bicycles (second investigation), March 14, 1955 

This recommendation was based on a 4 to 1 decision of the Commission; but 
1 of the 4 members suggested a lesser increase in the duty on certain types of 
bicycles than that recommended by the majority. 

The President, however, undercut both recommendations and again substituted 
his finding for that of the Tariff Commission. Also, once more, while on this 
occasion the President set forth his reason for deviating from the Commission’s 
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recommendation in a letter to the chairmen of the two congressional committees 
(Senate Finance and House Ways and Means), there was no opportunity afforded 
the interested parties to question or check the new data or considerations relied 
upon by the President to alter the Commission’s recommendation. 

This is added evidence that the President regards his discretion in the matter 
of disposing of Tariff Commission recommendations to be unlimited. 

Imports of bicycles increased greatly since 1946. The Commission’s report said: 

“The ratio of imports to domestic production was 3.5 percent in 1950, 9.2 
percent in 1951, 12.7 percent in 1952, 28.5 percent in 1953, and 62 percent in 
1954.” [Italic added.] 


In terms of apparent consumption (domestic production plus imports) the 1954 
percentage would be 38.4. 

The report in referring to the number of production workers said: 

“The average number of workers engaged in the production of bicycles and 
parts in 1954 represented reductions of 27 percent compared with the number so 
engaged = 1953, 16 percent compared with 1951, and 44 percent compared 
with 1948.” 

It also said that net operating profits on the sale of bicycles and parts by 
domestic producers had dropped to a loss of 1 percent on sales in 1954. 

In absolute numbers bicycle imports had increased from 15,935 bicycles in 1949 
to 592,999 in 1953 and further to 963,677 in 1954. Domestic production declined 
from 1,963,716 in 1950 to 1,554,233 in 1954. 

Thus there was abundant evidence of serious injury. 

Nevertheless the increase in duty from 7% percent to 11% percent (an increase 
of 50 percent, although the tariff had been reduced from 30 percent) on light- 
weight bicycles, the chief item of imports, which was proclaimed by the President, 
was entirely nominal in character. Not even the dissenting member of the four 
who recommended an increase suggested a rate less than 15 percent. The other 
three of the majority recommended 22% percent. 

On the heavier bicycles the rate was increased from the existing level of 15 
percent to 22% percent, as recommended by the Commission. This was again a 
50-percent increase, but did not match the previous reduction of 50 percent from 
30 percent to 15 percent. 

It is worth keeping in mind that restoration of a 50-percent cut requires a 100- 
percent increase of the reduced rate in order to reach the old level. This fact is 
often completely obscured in press releases and public statements or omitted 
altogether. The increase in the bicycle tariff was not a restoration of the 1930 
rate even though it was made to sound as if it had been a sharp increase. 

While the evidence of injury was very impressive in the bicycle case, the 
degree of injury was matched or more than matched by other cases in which the 
Tariff Commission found such injury. The President, however, had found sev- 


eral suitable considerations by which to reject the Commission’s recommendations 
in most such Cases. 


7. Toweling, of flag, hemp, or Ramie, May 15, 1956 


The Commission in a unanimous decision recommended a restoration of the 
duty from 10 percent to 40 percent. This was accepted by the President. 

The report of the Commission said that whereas “in the 1930’s 4 or 5 domestic 
mills produced linen towelings” in the past several years there has been only 1. 
It continued : 

“Domestic production of linen toweling in the years 1935-38 averaged about 
3.3 million pounds annually; it amounted to only about 900,000 pounds in 1951 
and has ranged from about 600,000 to 700,000 pounds in the years 1952-55. While 
imports of linen toweling and coarse towels in prewar years were somewhat less 
than two-thirds as much as domestic production of linen toweling, the imports in 
the years 1952-55 have been at least three times as much as domestic production. 

* + * * * * « 

“The number of production and related workers engaged principally in the 
production of toweling declined from 281 in 1948 to 143 in 1953 and to 80 in 1956.” 
[Italie added.] 

The report also said that “the trend of domestic consumption of linen toweling 
has been downward since the 1930’s.” It said further “A number of factors, 
including the increasing use of electric dishwashers and improvements in the 
drying qualities and appearance of toweling not in chief value of flax, have con- 
tributed to the decline in the demand for linen towels for kitchen use.” 

The evidence was that injury from imports was heavy indeed, as may be judged 
from the data quoted here. This case might indeed be taken to indicate the 
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degree of injury that in the mind of the President should be present before a 
remedy is granted. Only one producer remained on the scene. Yet even this 
assumption would not be sustained. The Screen-Printed Scarves case also 
showed very severe injury, but was not granted relief. The only pattern emerg- 
ing from the presidential decisions here reviewed is that the Executive has 
followed no consistent course. 

In the present case the decline in domestic consumption was once more not 
seized upon as grounds for not granting relief. In four other cases such decline 
was cited as grounds for denying relief. In yet another instance such decline 
was ignored or at least was not cited as grounds for denying relief. Perhaps 
the very smallness of the enterprise concerned impressed the Executive with the 
relative absence of international repercussions that would follow a tariff increase. 
Yet the briar pipe and the screen-printed scarf industries are also very small. 
Both cases were forwarded by unanimous action of the Commission. Yet they 
could not squeeze through the needle’s eye. In both cases the disturbance of 
international relations was cited by the President to plug up the hole in the needle 
and relief was not granted. 

CONCLUSION 


The foregoing seven cases when compared with those recommended by the 
Tariff Commission but rejected by the President, give little or no clue that would 
explain why the President followed the Commission in some instances and not 
in others. Viewed from the factual data presented to the Commission the Presi- 
dent’s decisions appear highly capricious 

Mr. Harrison. One witness suggested that the only differense was 
in oe pressure that one industry had which another industry 
lacked. 

Would you care to make any comment along those lines? 

Mr. Srracksern. Well, of course, those allegations are easily made 
and are just as easily denied, and therefore there is no way of knowing. 

Mr. Vantinde: If there is no other distinction in merits what dis- 
tinction is there? 

Mr. Srracksetn. There might possibly be instances where the Pres- 
ident would feel that in granting a remedy international relations 
would not be so badly upset as they might be in other cases. 

That would be a possible explanation, but when you speak of “politi- 
cal pressure,” of course, as I said, that is something on which I would 
have no evidence. 

Mr. Harrison. Well, in the Swiss Watch case which was before 
him twice—is that not right ? 

Mr. SrrackBern. Yes, sir. 

Mr. Harrison. In that case he originally denied relief and then 
later granted relief, and in that case at the time he denied relief he 
gave the international complications as one of the reasons for de- 
nying it. 

Mr. StrackBeEIn. Yes, sir. 

Mr. Harrison. So, that was not consistent. 

Mr. Srracksern. Unless international relations had changed in the 
meantime. 

Mr. Harrison. Well, do you know of any change in international 
relations with Switzerland in the meantime / 

Mr. Srracksern. Well, I might also say that it was a different 
President. 1 

Mr. Harrison. Oh. That was under President Truman’s decision ; 
was it not ? 

Mr. Srracksern. The first decision was, and the second decision was 
by his successor, but in these cases I have been careful not to put any 
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partisan color on the decision. In fact, they were virtually indis- 
tinguishable so far as that goes. 

Mr. Harrison. As between President Truman and President 
Eisenhower ? 

Mr. Srracksern. Yes, sir; which again to me indicates that it is 
seldom the President who writes the deci ‘isions; it is the personnel and 
his advisers, of course. 

Mr. Harrison. In other words, we have the same people in the 
Department of State writing the decisions for both Presidents? 

Mr. Srracksein. Well, similar or like-minded ones; let us say. 

Mr. Harrison. Now, I notice in the concluding part of your state- 
ment comments to the effect that GATT negotiators have their opinions 
settled in stone. 

That is in the middle of page 41 of your statement, I believe. 

Mr. Srrackeern. Yes. 

Mr. Harrison. So any amendments that Congress would make 
would be in violation of treaty commitments ? 

Mr. Srracksern. Yes, sir. 

Mr. Harrtson. I have noticed in a great deal of legislation intro- 
duced in the last Congress executive department comments to the ef- 
fect that such legislation would violate treaty commitments of the 
United States. 

Now, to what extent is Congress free to legislate under those cir- 
cumstances? Do you have any comment on that? 

Mr. Srrackpein. Well, I would assume that Congress should not 
legislate in violation of a treaty. 

Mr. Harrison. I know, but does that preclude Congress from legis- 
lating in the import quota field ? 

Mr. Srrackpern. The Gener al Agreement on Tariffs and Trade is 
not classified as a treaty ; ; it is an executive agreement, and presumably 
Congress 

Mr. Harrison. But it is an oe agreement that the Depart- 
ment always has referred to when it says that the enactment of this 
legislation would be violative of rents: connellineaite of the United 
States. 

Mr. Srracksetn. That is correct. In my view the Department 
cannot have it both ways. Either these agreements are made in good 
faith and will be carried out, or we are free to violate them. 

Now, if they mean what they say and if they do involve international 
obligations, the Congress cannot legislate to the contrary without vio- 
lating those obligations. 

In other words, the C ongress is put in the position under those cir- 
cumstances of legislating its will if it happens to be contrary to the 
State Department position only at the expense of dishonoring the 
United States before the world and that, of course, is and should be a 
very strong barrier against such legislation. 

Now, the point is that the State Department has, in my estimation, 
( ompletel y been out of bounds and is completely wrong in erecting that 
kind of barrier, and in creating a condition in which C ongress cannot 
legislate according to its will without violating our international 
obligations. 

If the barrier had not been put there, the Congress would still be 
free to legislate its will without any danger or any question of violat- 
ing such an obligation. 
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Mr. Harrison. Well, if we are in that position, though, and if we 
have been put in that position, what is the way out? 

Mr. Srracksern. Well, it is a very serious problem. I think that 
the position of the United States Congress should be placed clearly 
before the world. Either the United States Congress continues to ex- 
ercise its constitutional authority to legislate according to its will and 
to legislate according to the dictates of its responsiveness to the elec- 
torate or it does not. 

Mr. Boces. Will the gentleman yield to me for a moment? 

Mr. Harrison. Yes. 

Mr. Bocas. As I understood your principal statement, Mr. Strack- 
bein, your position as I understand it is that you or the group that you 
represent are not opposed to the Trade Agreements Act but you are 
very much concerned that the executive branch of the Government is 
not carrying out the will of the Congress. Is that substantially 
correct ? 

Mr. Srracxpern. Neither have they carried out the will of the Con- 
gress nor the professions of themselves that they have made. 

Mr. Boces. Precluding for the moment the larger constitutional 
— that Mr. Harrison asked about, the problem that you imme- 

iately confront the Congress with is to consider the powers that it 
has already set forth in its own enactments; is that correct ? 

Mr. Srracksern. Yes; that is correct, but it is my opinion that—— 

Mr. Boces. That further enactments may be required ? 

Mr. Srracksern. Further enactments will indeed be required. 

Mr. Boces. Your main complaint really is with the administration 
of the existing language or legislation, is it not? 

In other words, you point out that the escape clause has not been 
effective. 

Mr. StrrAcKBEIN. Yes, sir. 

Mr. Boces. Mr. Strackbein, it was necessary for me to be out of the 


room for a moment, but I would like to know whether you discussed | 


or went into the cases that have been decided favorably ? 

Mr. Srrackeern. No. I explained that I felt that this presentation 
was already so long that I did not want to burden the committee with 
it, but I offered to make such an analysis and submit it for the record, 
if that is agreeable. 

Mr. Boces. Yes; I think that would be very helpful to the com- 
mittee. 

We do have, it seems to me, several basic problems here, and I am 
just thinking out loud now. Obviously, the Tariff Commission is 
imited in its scope. 

Would your approach to this be the extension of authority to the | 


Tariff Commission or the elimination of certain authority in the execv- | 


tive department ? 
Mr. Srracksern. Yes; it goes in that direction; that is right. 
Mr. Boees. Thank you, sir. 
heme Harrison. I would like to ask you just one more question along | 
this line: 

In lieu of a quota related to the percentage of imports in former 
years, which I understand is your recommendation, could it be worked 
out to have a quota that would insure to American producers a pri-| 
ority in the American market to the extent of their existing produc- 
tion 
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Is it practical to adopt an amendment to the escape-clause procedure, 
or otherwise, along that line? In other words, what I am trying to 
say is this: There are instances which you have discussed where an 
industry has the capacity and labor at the present time to perform 
certain production, but in these agreements chose factors are not con- 
sidered and those factories and the laboring force are in some instances 
being made idle. 

Instead of having a quota with reference to the imports of that 
country, would it be practical to so rephrase the escape clause that it 
would apply automatically when the American industry loses its exist- 
ing American market ? 

r. SrRACKBEIN. I assume that the escape clause could be amended 
in that fashion. I am not sure that that would be the proper way of 
bringing about what you mention. I believe that import quotas can 
be shaped to the concept of sharers of the market so that if production 
and consumption expand, imports may expand equally. But they 
would then be prevented from taking over the entire market. Also, 
if production and consumption fell off, imports must decline an equal 
amount. 

Now, the one difficulty in a program of that kind is the question 
of how you would avoid freezing the general trade pattern as of one 
particular time. 

Mr. Harrison. You would freeze the American production as to one 
particular time unless it could compete without tariff protection ? 

Mr. SrrackBern. You would not freeze domestic production at all, 
but assume that 10 percent of the market were allocated to imports 
because imports had obtained a level equal to 10 percent of the market. 

After that, if production doubled, then imports could also double 
because they would still be 10 percent of the market. 

Mr. Harrison. Then your American productive capacity would 
also be expanded ? 

Mr. Srracksetn. Correct; in the same proportion. But I said the 
one great problem there is that of freezing imports to 10 percent of 
the market for all time to come. I believe that there should be an 
element of flexibility introduced so that if because of changing tech- 
nology or a decline of domestic production that, perhaps, imports could 
be allowed to take a larger share of the market. I do not believe it is 
right to freeze the pattern of trade as of a particular time for all future 

ears. 
. Mr. Harrison. Thank you, sir. 

Mr. Boaes. Mr. Morrison ? 

Mr. Morrison. I havea few questions, Mr. Chairman. 

Mr. Boces. We are going to have to stop for lunch in a few minutes. 
You may proceed. 

Mr. Morrison. In pursuance of the question that the chairman 
raised about what you advocate as to changes in legislation, I took it 


| to be the purport of the last page or two of your statement that you 


thought the executive branch had so evaded the congressional intent 
that the only possibiliy of correcting this was to terminate the author- 
ity now conferred by legislation ? 

Mr. Strrackpern. Not necessarily would that call for a termination 


} of the Trade Agreements Authority itself. It would not necessarily 


call for that. It would call for termination, or virtual termination, 
of the President’s veto power over the Tariff Commission decisions. 
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Mr. Morrison. Well, now, irrespective of who it was that determines 
policy, would it not be appr opriate to give consideration to such ques- 
tions as the interest of our export trade and the foreign policy con- 
siderations connected with the effects of our tariff policy on our allies? 

Mr. Srracweein. | think the Executive would be much better off if 
he allowed the Congress through legislation and through delegation of 
power, to an agency of its own, to carry out these functions. 1 think it 
only complicates and embarrasses the President to have these cases 
served up to him. I think they do him no good in the field of foreign 
relations. 

Mr. Morrison. Well, now, in the light of these considerations—that 
is, Whoever gives consideration to these questions—do you have any 
view as to the proper interpretation of such terms as “injury” in the 
instructions to the executive branch ? 

Mr. SrrackBern. You refer now to the criteria laid down in the law? 

Mr. Morrison. Yes. 

Mr. Srracxvern. That comes down, of course, to a quasi-judicial 
weighing of the facts, and it comes, finally, down to the opinion of the 
individual members of the Tariff Commission. I do not think you 
can legislate that. I do not think you can say that a given set of 
facts as facts constitutes injury necessarily. I think you could say 
under such-and-such conditions if such-and-such conditions occur 
that serious injury will be presumed to exist. 

Mr. Morrison. What I am getting at is that you seem, in your com- 
ments, to give very little importance to the term “serious” in these 
instructions. 

Mr. Srracksen. I say that the term “serious” is naturally a word 
that is subject to interpretation and the interpretation given must 
necessarily be the interpretation given by the individual members of 
the Commission. I see no substitute for that unless you want to lay 
down criteria that eliminate all or most of the discretion to be exercised 
by a member of the Commission. That might be done. But I can 
conceive of it as a limitation on the discretion of the Commission, 
substituting therefor a formula elaborated by Congress itself. 

Now let me speak to your question about exports. I do not believe 
that the interests of export enter into the question of a remedy for 
injury. 

Mr. Morrison. No. All I was asking was whether the importance 
of the actions that might be taken to other industries would be relevant 
to what Congress had in mind in inserting the word “serious” in the 
escape- -clause legislation. That is, did it just have in mind eliminating 
any disadv antage to domestic industry or did it have in mind some 
conception of relativity in the importance of the other features of the 
economy, other than the industry particularly concerned in the indi- 
vidual case? 

Mr. SrrackeErn. I think it would be so difficult to interpolate this 
injury beyond the bounds of a particular industry that, again, if you 

erant that sort of discretion you are opening the gates to an unlimited 
power of overruling the Tariff Commission. I think that the Tariff 
Commission is concerned with i injury to the industry or the segment 
of the industry concerned. 

Mr. Morrison. I understood you to say, though, that you thought 
this was not a question of fact on which all reasonable men might be 
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expected to agree without any question, but there were elements of 
judgment and opinion in such determinations. 

Mr. SrrackeeIn. There are, unquestionably. As to the question 
as to whether there is injury or whether the amount of the injury adds 
up to serious injury there are. But if that is present or the threat 
thereof then it seems to me that the remedies must be invoked. 

Mr. Morrison. Now the question arises as to whether, whatever the 
intent of the present legislation, it was well advised. Mr. Kravis who 
appeared here a day or two ago said that the escape clause in his view 
was quite improper in the criteria that it provided. He was saying 
that it should not be serious injury to the domestic production of some 
quite limited variety of goods but that you should have in mind the 
impact of the imports on firms, considering their capacity to shift to 
other lines of industry and so on. Do you think that it is a proper 
element ? 

Mr. Srracxeern. I think if you open that door you again open the 
oo to unlimited discretion and the possibility of overruling the 

Tariff Commission on any pretext whatsoever. 

Mr. Morrison. In your view it would be impossible to preclude some 
diseretion, anyway ? 

Mr. Srrackpern. I think it would also open too much of a specula- 
tive field as to what the possible repercussions might be on other in- 
dustries and so on, that cannot really be answered by a Commissioner 
or anyone else. 

Mr. Morrison. Coming a little more definitely to specific points, on 
page 24 of your statement you say: 

Evidently the President did not mean to accept the share doctrine even though 
it was the law of the land. 

You are of course familiar with the content of the instructions on this 
point, and it enumerates a number of things. 

Mr. SrrackseErn. Yes. 

Mr. Morrison. You would not contend, would you, that the share 
doctrine should be decisive in every decision ? 

Mr. Srracksern. No, but I think when imports definitely show that 
they have gained an increasing share of the market that it raises a 
very definite presumption that there is serious injury. 

Mr. Morrison. At one point in your statement- 

Mr. Srracksern. May I make a comment here just beyond that? 

Mr. Morrison. Yes. 

Mr. Srracxsern. As I recall, you asked that question yesterday of 
the representative of the Independent Petroleum Association. You 
asked whether—perhaps it was Mr. Martin who asked the question 
although imports increased and although they took a larger share of 
the market it was not true that domestic produc tion had also increased 
and therefore how could it be reasoned that there was injury. Was 
that not the sense of your question ? 

Mr. Morrtson. I do not remember whether I asked the question 
or not, but if I did the question related to whether or not other con- 
siderations as well as the share of the market were to be regarded in 
coming to decisions in these cases. 

Mr. Srrackeern. I think that the share of the market together with 
the other criteria laid down build the whole case. I believe that. Ido 
not believe that unless there was a very clear case where the increase 
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in the share of the market standing by itself—as I say, unless there 
was a very clear case and a striking capture of the market I doubt 
that that of itself should lead to the withdrawal of the concession. 
But that along with the other facts that are developed in these hear- 
ings, where there may be a decline in sales or there may be a decline 
in profits or a decline in employment or any one of a number of the 
other criteria—I think considered all together you conclude whether 
or not serious injury has occurred or is threatening. 

Mr. Morrison. So you would not say that neglect of the share of the 
market concept was evidence of violation of the legislative intent? 

Mr. STrackBEIN. It appeared to me that the President in character- 
izing the share doctrine as dangerous, as he did, misspoke from his 
position in the White House commenting on this legislation. 

Mr. Morrison. At another place you have referred to the President 
in a couple of cases where there was 3-to-3 decisions in the Commis- 
sion, giving no reason for his conclusions. 

Mr. Srracksern. Yes. 

Mr. Morrison. Would it not be appropriate to regard him as ac- 
cepting the reasons given by the three members of the Commission 
with whom he agreed, as his own reasons? He has accepted their 
— as the report on the investigation. 

r. Sracksern. That would probably be a reasonable interpreta- 
tion, but I would point out that in previous cases the President did 
give his reasons for not accepting one case or for accepting the other. 
I believe only in the two most recent cases has he failed to give any 
reasons. That is my recollection. 

Mr. Morrison. My recollection is that in the other case you had a 
decision to which a majority subscribed. 

Mr. Srrackxsern. There have been five 3-to-3 decisions. In three 
of those he gave his reasons for not accepting the recommendation of 
the three who would have invoked the escape clause. 

Mr. Morrison. I have just one other point I want to raise, and that 
is with reference to your statement on page 13 of your testimony that 
the executive whos of the Government had undertaken to abolish 
quotas. 

Mr. Srracxsern. In the United States. 

Mr. Morrison. Were there any quotas that you know of that were 
withdrawn ? 

Mr. Srracksern. I have not said that the United States has or has 
not complied with its obligation. It agreed in the General Agreement 
on Tariffs and Trade not to impose or establish quantitative limita- 
tions. That is a broad, flat commitment. 

There were three exceptions made to that. One was that import 
quotas might be imposed if a country was in balance of payments diffi- 
culties. You are familiar with that. The United States is not in 
that position. No. 2 was if the country was an underdeveloped coun- 
try economically it might impose import quotas as a means of build- 
ing up its industries. That did not apply to the United States. No. 
3 was if there was a governmental agricultural program then in that 
case quotas might be imposed but the cutback on imports must be 
no greater than the cutback in domestic production. 

Now, it is the latter field in which we do have some import quotas. 
We have them on wheat and wheat flour. We have them on raw 
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cotton. We have them on peanuts. We have them on certain dairy 
products. Most of those quotas are in violation of the principle that 
you must not cut back the imports more than you cut back your own 
domestic production. 

GATT has gone so far as to give us a waiver. They have, so to 
speak, said: “You may continue your import quotas on raw cotton 
and on other items so long as you promise to eliminate them as soon 
as possible and so long as you report to us your progress in this direc- 
tion once a year.” 

Mr. Morrison. But there were no quotas, were there, imposed by 
congressional action that have ever been removed by Executive action? 

Mr. Srrackeetn. So far as I know, at this moment. The only thing 
that comes to my mind is the sugar quota. That was enacted, of 
course, before the General Agreements on Tariffs and Trade was 
entered into. 

But in that agreement we have agreed to eliminate a sugar quota 
because it is an import quota. 

Mr. Morrison. Well, there is no prospect of our doing it; is there? 

Mr. Srracksetn. We have promised to eliminate all import quotas. 
The maintenance of any import quota can be justified only as a transi- 
tional and temporary undertaking. 

Mr. Morrison. Whether or not it is in accord with the agreement, 
general provisions, there is no prospect of the Executive trying to 
eliminate that quota; is there? 

Mr. StrackseE1n. I would simply say if the international agreement 
is worth no more than that then we should never enter into it. If we 
do not intend to observe it or abide by it I think we should withdraw 
from it. I think it is a very bad procedure to maintain or pretend 
to maintain an international agreement that we violate openly. 

Mr. Morrison. So far as you know has the question arisen that the 
sugar quota is in violation of the agreement ? 

Mr. Srracksern. It may be. I believe that the existing quotas as 
of a certain date were recognized. But there is still the commitment 
that we will not establish or maintain import quotas in the future 
and that we will dispose of import quotas as fast as we can. It is 
recognized that we are moving toward a time, through a transitional 
period, when import quotas will not be used by any members of GATT. 

Mr. Morrison. But we have continued the quotas on wheat and cot- 
ton, on imports of wheat and cotton. 

Mr. SrrackseEIn. Well there are certain quotas that were contested 
by members of GATT and after consideration of the case by members 
of the GATT they gave usa waiver. They found that we were in viola- 
tion but they gave us a waiver, which meant that we can continue to 
be in violation so long as we promise to eliminate these quotas as soon 
as we can and so long as we report on progress once a year. Evidently 
there would come a time when GATT would be in a — to say: 
“Well, now, you have had sufficient time to eliminate these quotas and 
we will cite you as in violation and will not extend the waiver.” Such 
a time certainly would be contemplated to arrive some time in the 
future. 

Mr. Morrison. At any rate, the actions of the Executive have not 
been to abolish any measures that Congress has ever seen fit to impose, 
have they ? 
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Mr. Srracksetn. No such instance comes to mind. There were some 
quotas on oats and barley and I believe rye that were imposed and then 
removed. But they were not imposed by congressional action. 

Congress today could not establish an Siebort quota without violating 
the general agreement unless it fell within the provisions of one of the 
three exceptions. 

Mr. Morrison. Well, all I was asking you about is if you thought 
Congress had ever had any disposition to do that ¢ 

Mr. Srracksetn. I think it is entirely possible. When the legisla- 
tion was proposed in the last session of Congress to impose certain 
import quotas on cotton textiles it was opposed strenuously by the 
executive departments that had competence in the case on the ground 
that it would be a violation of our international obligations and would 
also upset our relations with friendly countries of the world. I do not 
say for a minute that the Executive has no right to make such repre- 
sentations. I think he does. I think he has a perfect right to argue 
such a case. Cabinet members have a right to come before committees 
and argue their case. But there is a great difference between that on 
the one hand and having a veto of a Tariff Commission recommenda- 
tion made in pursuance of an act of Congress. 

Mr. Morrison. That is all, Mr. Chairman. 

Mr. Harrison. We will adjourn at this time until 2: 30 o’clock for 
lunch, and ask you to come back. 

Mr. SrrackseEIn. Very well. 

(Thereupon, at 12:50 p. m., Friday, September 21, 1956, a recess 
was taken until 2: 30 p. m. of the same day. ) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2: 30 p. m. 

Mr. Boaes. Mr. Strackbein, Mr. Martin has a few questions, I un- 
derstand. 

Mr. E. Marriy. You indicated you thought the Congress had not 
called on the President to give an accounting of his stewardship under 
this Trade Agreement Act. 

Do you think last year’s amendment which added subsection (e) 
to section 350 was of no significance ? 

Mr. Srracksern. Mr. Martin, to the best of my knowledge, the 
White House has made no report to the Congress under that legisla- 
tion. If they have, certainly there has been no wide dissemination of 
such report and if they have not, it would appear as if the White 
House were in the position of disregar ding that legislation. 

Mr. E. Martin. But the Congress has ‘asked the President to give 
an accounting, is that right? 

Mr. Srrackpern. They have asked the President to make an an- 
nual report, I believe, on the operation of the trade-agreements sys- 
tem. But if the legislation i is no more effective than all these other 
acts and amendments have been to curb the broad powers assumed by 
the Executive, this will be of no more avail than the previous attempts 
by the Congress to regain the reins of authority. 

Mr. E. Martin. That remains to be seen, we have to admit. 

Mr. Srracxnern. That would remain to be seen. 

Mr. E. Martin. Regarding the 1955 switch you referred to in which 
you say the State Department claimed that all the provisions of 
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GATT, the General Agreement, that is, were under the authority of 
the Trade Agreements Act, whereas you told us that according to the 
Department's position in 1949, many of the provisions had been ad- 
mittedly not under the Trade Agreements Act. 

Was there any legislation or judicial authority on which that switch 
was predicated ¢ 

Mr. Srracksern. I don’t know of any decision, judicial decision, 
directly in point. It does come to mind that there was a decision hav- 
ing to do with the seizure of the steel industry. The power under 
which that seizure was attempted was on the inherent powers of the 
Executive and the Supreme Court upset the Executive in that action. 

That very decision may have influenced the State Department in 
relinquishing its attribution of power to the general authority of the 
President. 

Mr. E. Martin. Did the State Department refer to that or any 
other decision ? 

Mr. Srracxsern. No; not that I know of. I can’t answer your 
question. 

Mr. E. Martin. That is all I am asking. So far as you know it 
was just a switch and you do not know the reason, is that right ? 

Mr. Srracksern. I do not. The other is purely speculation on my 
part based on what might appear to be the probabilities in the case. 

Mr. E. Marry. I want to ask you about the sugar -quota legislation 
you say is contrary to GATT. The Tariff Commission in its report 
on the ITO Charter said that the basic sugar-quota legislation was not 
contrary to the ITO Charter and the I TO Charter provisions regard- 
ing quotas were, I think, identical with the present provisions of 

GATT regarding quotas. 

Do you think the Tariff Commission was wrong in that conclusion? 

Mr. Srracksern. Digging back into my memory on this, it seems to 
me certain exceptions were made of existing dispositions, existing 
legislation, Just as certain of the preference systems, like the British 
“mpire preference system and our special relations with Cuba, were 
recognized as being so well entrenched that they should not be dis- 
turbed; but nonetheless, as in those cases, where they undertook to 
eliminate, eventually to eliminate, these preference systems, we are 
also under obligation not to maintain import quotas. 

Mr. E. Marrrn. Mr. Strackbein, the Tariff Commission’s $ position so 
far as the ITO Charter was concerned was based on the permanent 
exception for agricultural quotas in conjunction with domestic pro- 
grams that restrict domestic production or m: keting. It was not 

based on the fact that the quotas had been preexistent. 

Mr. Srracksetn. My understanding is that even the agricultural 
exceptions are subject to the condition that they are temporary, that 
they are to be removed as soon as possible, as soon as feasible, that 
we are committed not to maintain quantitative restrictions on imports. 
There is no time limit set up on that. I assume they would proceed 
with deliberate speed. 

Mr. E. Martin. Suppose we negotiate a trade agreement with 
country A in which they agree to reduce the duty on “widgits” from 
$10 to $5. There is no provision in the agreement, we will assume, 
relating to quotas. As soon as that reduction in duty is put in force 
country A could nullify it by putting a quota on imports of “widgits.” 
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Mr. Srracksern. They could not do that today. 

Mr. E. Martrn. I say if there is no provision in the agreement re- 
lating to it and they could do it. 

Mr. SrrackBern. They could. 

Mr. E. Martin. If you are going to safeguard your commitment 
about the tariff concession, do you not need a provision in the agree- 
ment about the quotas ? 

Mr. Srrackeern. There is such a thing as needing such a provision 
and having it constitutionally available. It seems to me it is very 
much the same as, let us say a sheriff deputizing a citizen to make an 
arrest. Now let me finish this because I think the two cases are in 
point. 

The deputy according to the State Department interpretation, at 
least as I see it, would feel he could do whatever might be necessary in 
his discretion to effect the arrest. 

I would say that that interpretation would have to be modified by 
saying that he, at his discretion within the limits of the constitutional 
rights of the citizen, could do whatever he found necessary to effect the 
arrest. 

When a trade agreement is made it is true that there should be 
latitude for provisions that would safeguard the concessions made, 
but if, in order to do that, you have to transgress upon the Constitu- 
tion, then I would say that provision is out of bounds. That is what 
I think happened in this case. I think the limitation on import 
quotas was constitutionally out of bounds. 

Mr. E. Marrtn. But you agree that as a practical matter, if you 
are going to have a trade agreement binding tariff duties, you must 
protect them by some limitation on nontariff items? 

Mr. SrrackseIn. I would say if we can’t depend on the good faith 
of the countries with which we make these agreements, then you don’t 
have much to go on in any case, and even if you do hedge them about, 
there will be other means found by which to impair those concessions. 

So that I don’t think it is necessary that you set up these conditions, 
particularly if they are not constitutionally available to you. If the 
disposition is already there to nullify the concessions, other means can 
be found of doing that, as indeed they have. 

Mr. E. Martrn. I was not sure from your answer to Mr. Morrison 
this morning whether you would permit the President, in making a 
decision about whether the tariff should be raised or not, to consider 
any factors other than those related to the injury of the American 
industry. Would you permit any noninjury factors to enter the 
decision ? 

Mr. Srracxsern. I would not allow international political factors 
to influence the decision. I would allow considerations of the national 
security to be invoked and even there I think that such invocation 
should be fairly well spelled out. Otherwise, again we would open 
the door to unlimited discretion because in the name of national 
security the President might decide to do almost anything. 

Mr. E. Martin. Thanks. 

Mr. Boces. Thank you very much, Mr. Strackbein. 

Mr. A. E. Herrmann, please. 

I do not want to limit you but the IPA and Mr. Delaney represent- 
ing the Oklahoma producers have already testified on this same 
problem. 
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STATEMENT OF W. EARL TURNER, EXECUTIVE VICE PRESIDENT, 
TEXAS INDEPENDENT PRODUCERS & ROYALTY OWNERS ASSO- 
CIATION 


Mr. Turner. We realize that. 

Mr. Boces. I wonder if you would put your statement in the record 
and condense what you have to say. 

Mr. Turner. I would be pleased to attempt that. 

I am Earl Turner, executive vice president of the association and 
if it is permissible we will file the full statement and I will comment 
on a few points of concern to us. 

Mr. Boces. Without objection, it will be filed. 

(Statement of A. E. Herrmann referred to follows :) 


STATEMENT By A. E. HERRMANN, PRESIDENT, TEXAS INDEPENDENT PRopucERS & 
RoyaLTy OWNERS ASSOCIATION 


Congressman Boggs, gentlemen of the committee, I am A. E. Herrmann, of 
Amarillo, Tex., president of the Texas Independent Producers & Royalty Owners 
Association. That association, known as TIPRO, is an oil and gas industry trade 
association comprising a membership of approximately 5,000 persons who are 
engaged in the production of oil and gas in Texas, or who own royalty or land 
interests in Texas. 

By way of qualification, I am an independent producer of more than 35 years’ 
standing. I can qualify as an expert in the foreign-trade problem only in the 
sense that I can tell you from first-hand, practical experience how excessive oil 
imports affect the ability of the thousands of small operators to find and produce 
sufficient oil to keep this Nation supplied in war or peace. 

It is our opinion that the foreign-trade policy of this Nation is being admin- 
istered in a manner which effectively subverts the intent of Congress and unduly 
jeopardizes the security and economy of America. 

We believe it is incumbent upon us to take this occasion solemnly to warn the 
Congress that unless petroleum imports are more effectively curtailed in the 
immediate future, domestic oil operators will be rendered incapable of fulfill- 
ing their obligations to the economy and security of America. We cannot keep 
reserves and productive capacity in any proper relation to wartime demands 
if imports remain excessive to the point of forcing curtailment of allowables 
in Texas to from 15 to 17 days per month. 

United States wells, producing an average of less than 13 barrels per day 
per well, cannot effectively compete with wells in the Middle East producing 
5,000 to 6,000 barrels per day. 

Lt. Gen. Ernest O. Thompson, senior member of the Texas Railroad Commis- 
sion and a recognized world authority in the petroleum industry, recently warned 
that “the cold facts are while we are taking out of reserves 2,400 million barrels 
of oil in the United States (per year), we have found only 500 million barrels 
of new oil” He called attention to the fact that Texas, which is being forced 
to carry most of the United States reserve productive capacity, suffered a net 
loss in reserves during 1955 of 48.5 million barrels. 

If our oil import level is to be determined entirely or largely by oil importing 
companies, the United States—with some 17 percent of world reserves—will soon 
become helplessly dependent for this No. 1 munition of war upon sources which 
can be relied upon only so long as they are not really essential to our security. 

In short, we are moving toward the practice of production on the basis of 
reserves. Only a national oil policy which recognize the importance of preserv- 
ing in this Nation an oil industry capable of meeting this Nation’s requirements 
can serve our security objectives. 

A projection by the Chase Manhattan Bank supports the conclusion that the 
supply of domestic oil during the next decade has to be increased some 50 per- 
cent over the record achieved during the past 10 years if productive capacity here 
is not to fall below the minimum deemed consistent with national security by 
the Cabinet Committee on Fuels Policy. The average annual rate of discovery 


will have to be increased from approximately 3 billion to approximately 5 billion 
barrels. 
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CONGRESSIONAL INTENT IGNORED IN PRESENT IMPORT POLICY 


The Congress repeatedly has made clear its intent that the executive branch 
of the Government be empowered to restrict the importation of goods which 
jeopardize the economy and security of America. 

In order to expand markets for United States export goods, the Congress in 
1934 bestowed upon the President powers to negotiate trade agreements calling 
for reductions in American tariffs. That was the so-called Reciprocal Trade 
Agreements Act, which many constitutional lawyers believe to be a violation of 
article I, section 8 of the Constitution which empowers Congress alone to regulate 
commerce with foreign nations. 

Reductions in overall tariff protection under this authority, from approxi- 
mately 50 percent in 1934 to approximately 10 percent today, have left some 
defense-vital home industries vulnerable to excessive imports. The full effect 
of reducing American tariffs, accomplished while most other countries were 
erecting various import barriers more formidable than anything in the past, 
has not been fully felt because of abnormal war and postwar developments. 

However, Congress in 1948 recognized the danger implicit in further unilateral 
tariff reductions and extended the Trade Agreements Act only after adding the 
so-called peril point provision This was designed to require that trade agree- 
ments lower tariffs only to the point at which a Tariff Commission study showed 
them necessary to prevent each imported commodity from “causing or threaten- 
ing serious injury to the domestic industry producing like or directly competitive 
articles.” 

This intended protection was largely disregarded by those departments of 
the executive branch responsible. For example, the President in 1951 overrode 
a Tariff Commission finding which failed to support a 50 percent reduction in 
the tariff on petroleum imports. 

In 1951 Congress again renewed the act, but this time added the escape clause 
to emphasize the congressional intent that reasonable protection be provided for 
vital home industries. But once again by precedent this device has been rendered 
all but meaningless in its present form. More often than not, the President 
used the discretionary powers left him in this provision to disregard Tariff Com- 
mission findings of injury to domestic industries by excessive imports. The 
power to raise tariffs or impose quotas, consequently, has seldom been used. 

In 1955 Congress, by a very close vote, once again yielded to pleas of the admin- 
istration for an extension of the Reciprocal Trade Agreements Act. However, it 
did so only after amending the act to include, among other amendments, the 
defense amendment which established a procedure to limit imports of commod- 
ities threatening defense-vital industries such as petroleum. 

In the case of petroleum, legislative history of the defense amendment clearly 
shows the congressional intent to be a restriction of oil imports to the level 
which such imports bore to domestic production in the year 1954. This was in 
accordance with the findings of the President’s Committee on Energy Supplies 
and Resources Policy, released in February 1955. 

To date, no effective restriction on petroleum imports or the importation of 
any other defense items has been taken under this authority. 


IMPORTS EXCEED OFFICIAL STANDARDS 


Combined imports of crude oil and products in 1954 bore a relation to domestic 
production of 16.6 percent, which by official definition became the maximum 
consistent with security. Parenthetically, I might ask how long labor leaders 
Walter Reuther or David McDonald would continue to associate themselves with 
the philosophy of free trade if foreign-made automobiles and steel were allowed 
to take 16.6 percent of the United States market. The answer is obvious: just 
about as long as would their capitalist counterparts, Henry Ford II and Ben- 
jamin Fairless. 

When the Congress cited this Cabinet Committee finding that imports at 16.6 
percent of domestic production are a maximum consistent with our national wel- 
fare and security, and when the President signed into law this defense amend- 
ment, oil importers in effect were being told by the highest officials in the land 
to increase the flow of their oil from abroad only in the same percentage that 
domestic production is allowed to grow. Imports in excess of this maximum 
percentage ratio, legislative history clearly shows, were supposed to be cause for 
the Director of the Office of Defense Mobilization to advise the President that 
the security was being jeopardized for lack of formal restriction. 
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We hold that these major oil companies which import petroleum have so far 
been dealt with unfairly when they are asked to exercise voluntary restraint 
in the importation of oil to the end that our national objective is properly served. 
It is the responsibility of the Government to affirm and enforce whatever oil 
import policy is necessary to the national security, and individual private enter- 
prise organizations—which necessarily must be guided in large part by profit 
considerations—should not be relied upon to decide at what point to disregard 
business econoniics in the interest of our national security objective. It should 
be remembered that these companies operating abroad, particularly in the 
Middle East, are confronted with unreasoning pressures for ever-increasing 
output, and they will be unable to resist this pressure only when they can show 
that a United States tariff exists which is capable of limiting that oil into this 
market. 

Evidence is now complete that imports cannot be restrained through vol- 
untary action by importing companies. 

In the face of the most urgent appeals by the topmost governmental officials, 
importers increased their ratio to domestic production in 1955 to 18.3 percent 
and in 1956 to more than 20 percent. In terms of barrels, oil imports exceeded 
the 1954 yardstick relationship by 120,000 barrels daily in 1955, by over 200,000 
barrels daily during the first half of 1956, and are scheduled to exceed the Gov- 
ernment standard by 371,000 barrels daily during the last half of 1956. 

The Director of the Office of Defense Mobilization, Dr. Arthur S. Flemming, 
has scheduled hearings in October under the defense amendment, section 7 of 
the Trade Agreements Act. Upon those hearings he has indicated he will base 
his decision on whether to recommend Presidential action limiting imports. 

It should be stated that Dr. Flemming, acting on behalf of the Cabinet Fuels 
Policy Committee, has seen fit to make substantial revisions in the yardstick 
cited by the Congress in adopting the defense amendment, the effect of which 
is to liberalize considerably the percentage relationship imports are accorded 
to domestic production. Even under the liberalized yardstick, however, im- 
ports continue to exceed every maximum so far set. In his letter of September 
7 to importing companies, Dr. Flemming called attention to the failure of im- 
porters as a whole to comply with his urgent pleas. Said he in part: 

“I would be less than frank if I did not say that this is a disappointing result. 
In view of the importance of this matter we felt that we would obtain a better 
overall response than we have received by appealing for action on an individual 
voluntary basis.” 

In 1956 total imports of crude oil and refined products are expected to aver- 
age almost a million and a half barrels daily, which is 185 percent above 1948 
imports. Crude oil imports, to average approximately 960,000 barrels daily, 
represent an increase of 171.4 percent as compared with an increase in do- 
mestic production of only 28.8 percent. 

Imports in 1956 are expected to average almost 40 percent above 1954 while 
domestic production has been allowed an increase of only about 12 percent. 


INDUSTRY IS INJURED 


This supplanting of domestic production with imports shows up in the form 
of increased reserve productive capacity. From 1948 to 1956, for example, 
domestic crude oil producing capacity increased by 65.6 percent, while do- 
mestic production increased only 28.8 percent. Our reserve productive capacity 
has reached the burdensome level of nearly 2 million barrels daily. Unlike 
most other industries, particularly strategic goods industries, the cost of this 
stockpile capacity is borne by private operators and not at taxpayer expense. 

Excessive imports also have the effect of depressing prices for domestic crude 
during a period when production costs have risen and are rising sharply and 
every reasonable justification exists for a general upward adjustment of crude 
oil prices. From 1948 to the present time, imports have tripled; as a canse- 
quence, the crude price structure increasingly is being determined by costs not 
in the United States but in distant lands where development and production 
costs are negligible but political risks are enormous. If crude prices in the 
United States are to be determined by costs of production in the Middle East, 
there soon will be virtually no domestic oil industry. And we, like Europe, 
will be helplessly dependent upon this highly unreliable source for a commodity 
essential to us in both peace and war. 

A comprehensive industry survey recently revealed a total industry expendi- 
ture per barrel of domestic oi] production for finding, developing, and produc- 
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ing oil and gas in the United States increased 43 percent from 1948 to 1953. 
In contrast to these increased and increasing costs in the domestic oil producing 
industry, the general level of crude oil prices is only 6.5 percent above the 1948 
level. In recent weeks crude oil prices in a number of producing areas have 
been reduced. Funds available to the domestic industry for fulfilling its re- 
sponsibility to the Nation are currently inadequate and will remain so until 
(a) the domestic industry is accorded a higher percentage of the domestic mar- 
ket, and (b) crude prices are permitted to refiect accurately domestic, rather 
than foreign, production costs. 


VOLUNTARY ACTION HAS FAILED 


Jointly with 18 other oil and gas associations concerned with the problem of 
excessive oil imports, this association has sought to avail itself of every revenue 
of relief provided by Congress. 

We have petitioned the Office of Defense Mobilization to advise the President 
that voluntary acton has failed to restore imports to within the maximum level 
deemed consistent with national security. We remain hopeful that the adminis- 
tration will exercise the authority vested in it under the defense amendment to 
affirm and enforce a positive policy limiting oil imports. 

In addition to the fact, now demonstrated, that voluntary action is incapable 
of assuring a limit on imports consistent with the national security and econ- 
omy, we hold that attempts to effect this result without a formal import policy 
tend to encourage a degree of coordinated action by importing companies which 
is contrary to the antitrust policies of this Nation. 

We are frankly alarmed at the tendency to entrust to large importing com- 
panies responsibilities which can be fulfilled appropriately only through formal 
Government action. 

The danger of being denied oil from the highly unstable Middle East, now 
being reemphasized by the Suez crisis, should long ago have been recognized by 
our Government officials. We question that the current Suez crisis constitutes 
adequate cause for providing new and enlarged antitrust exemptions for the 
concerted actions of these companies operating in that area. 

It is of small concern to us that American companies abroad operate in cartel 
arrangement as a matter of necessity in dealing with foreign governments and 
competing nationalized concerns. We are concerned, however, when the effect of 
these cartel operations is felt in the United States in forms which reduce the 
ability of domestic independents to compete even for the domestic market. 

There is pending at the present time a Federal suit against the so-called inter- 
national oil cartel alleging among other things the following: 

“Defendants have acquired to the exclusion of others the power to import into 
the United States large quantities of foreign petroleum and products, at costs 
substantially below the cost of petroleum and products to competing American 
oil companies, and defendants thereby possess substantial competitive advan- 
tages over other competing American oil companies in the manufacture and 
marketing in the United States of petroleum products.” 

Inasmuch as actions by these large companies in the Middle East directly 
affect the welfare of the domestic independent, we are understandably concerned 
with the current granting of antitrust exemptions on grounds that emergency 
conditions there necessitate it. We remember that antitrust exemption was given 
those companies in 1951 to form a consortium to restore Iranian oil to world 
markets. Concerted action was excused with the argument that those large 
companies, working together, could make room for Iranian oil by curtailing 
proportionately their production in other Middle East countries, and we were 
assured by Government and industry officials that this increased flow would 
not find its way into America. 

Those pledges were not kept. It was the United States industry which made 
room for this increased flow of oil, and other Middle East countries not only 
held their gains during the Iranian shutdown but actually have increased their 
output enormously. 

State and Federal statutes in this country are calculated to encourage compe- 
es and to prevent companies of whatever size from undue domination of the 
industry. 

For example, in Texas crude purchasing companies must buy ratably from all 
producers in the markets such purchasing companies serve. They cannot take 
production by their own affiliates or favored producers exclusively and leave 
unconnected wells from other producers. This is effected on solid conservation 
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grounds by what is known as an across-the-board proration policy. Importers, 
however, now find themselves in a position to purchase almost exclusively their 
own production from abroad, and thus are enabled to curtail drastically purchases 
from large numbers of independents at home. 

A survey among 12 producers in one area of Texas shows 292 producing wells 
with no pipeline connections and 81,000 barrels of crude oil being trucked at an 
average cost to these producers of about 25 cents per barrel—in effect a price 
reduction of this amount below the price received at the well. 

Nor, in our judgment, is it reasonable to resist a formal restriction on oil 
imports on grounds that unlimited access to the domestic market is essential to 
the growth of the oil-producing industry abroad. 

The market for Middle East crude outside the United States increased by 31.6 
percent from 1954 to June 1956, while the market for Canadian crude outside the 
United States increased by 28.5 percent, and the market for Venezuelan crude 
outside the United States by 23.7 percent. Even if United States imports of crude 
had been held to the 1954 ratio prescribed, producers of foreign oil would have 
enjoyed an increase substantially in excess of the increase in market for 
domestic oil. 


RELUCTANCE IS ILL-FOUNDED 


Inasmuch as top administration officials have publicly recognized that oil 
imports are excessive to the point of jeopardizing security, we have concluded 
that their reluctance to institute formal control is based on the fear that either 
(a) such limitation will conflict with other foreign-trade policies, including 
GATT agreements, or (b) such control will lead to an undesirable degree of 
governmental regulation of industry. We believe it can be demonstrated that 
neither conclusion necessarily follows. 

If the executive branch of our Government proves unwilling to ask exception 
of GATT or other agreements—as other nations do when necessary to protect 
their home industries—to limit imports even on grounds of national security, then 
necessarily the Congress, which was not a party to such agreements and is not 
bound by any free trade recitations cited in the GATT charter, must assert a 
positive oil import policy which leaves no discretionary powers to the Executive. 

It should be recalled that the Congress in all its delegation of foreign-trade 
authority to the Executive has made it clear that defense considerations must 
remain paramount. Accordingly specific provisions were made in our trade 
agreements for restrictions upon importation of any goods where national defense 
is involved. 

Nor is our policy of nondiscrimination in trade relations, embodied in the 
so-called most-favored-nation concept, an obstacle to import curbs. As the 
report of the Tariff Commission on the operation of the trade agreements pro- 
gram clearly shows, even the General Agreement on Tariffs and Trade (GATT) 
charter provides for exceptions as necessary. For example, countries having 
balance of payment difficulties or engaging in economic development, or main- 
taining price support for home commodities, or equalizing taxes between do- 
mestic and foreign-produced goods, or participating in local customs unions are 
granted exceptions as necessary, including the practice of discrimination. In- 
asmuch as defense considerations dictate the limitation of imports under the 
defense amendment, there can be no logical grounds for objecting to the re- 
striction of imports from highly unreliable sources such as the Middle East 
while permitting more reliable sources such as Canada greater access to this 
market. 

As to the contention publicly made by some administration officials that a 
formal restriction on oil imports would lead necessarily to enlarged govern- 
mental regulation of the home industry, we believe the record will show the 
contrary to be true. 

Import restrictions are as old as modern nations and have been used by the 
United States as long as it has been a nation. They are the only means of pre- 
serving an industry when foreign competition is capable of destroying it. Im- 
port restrictions and the practice of free competitive enterprise within a nation 
are wholly compatible concepts, and the threat of Federal regulation arises 
from an entirely different source. 

As a matter of fact, the only means of avoiding socialistic controls over the 
oil industry as a whole is through the protection of domestic independents by 
some form of import restriction. Arguments against formal action under the 
defense amendment on grounds that Federal control would be extended thereby 
are wholly without basis, in our opinion, and should be challenged beth by the 
industry and the Congress. 
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FORMAL ACTION IS NECESSARY 


We are encouraged that both the Democratic and Republican Parties adopted 
platforms calling for the faithful and expeditious administration of provisions in 
foreign trade laws providing necessary safeguard to domestic industries. 

It seems to us wholly appropriate that this important committee of Congress 
should look at this time into the administration of these provisions in order 
that it be prepared to lay before the Congress remedial legislation in the event 
action is not taken promptly to restrict imports which jeopardize the economy 
and security of America. If oil imports are not restricted under the ample au- 
thority provided by the Congress in the 1955 Trade Agreements Extension Act, 
we will ask permission to present to the Ways and Means Committee in the near 
future our proposal for a formal import policy which will make mandatory 
upon the executive department such action as is required to preserve the domestic 
oil industry. To whatever extent that may be necessary at that time to enable 
independent producers to fulfill their obligation to America, our program will 
contemplate antitrust proceedings or legislation as well. 

After the most careful consideration we have concluded that the national in- 
terest will not be served by any liberalization of the import restriction intended 
by the Congress in adopting the defense amendment last year. We desire to do 
nothing which will unduly retard the activities of American companies abroad. 
However, it seems to us that in granting them 16.6 percent of the domestic mar- 
ket for their foreign production they have been dealt with as generously as the 
national interest will allow. 

Formal action is called for without further delay. If it is not taken by the 
administration, we believe it is a clear duty and responsibility of the Congress 
to reassert its jurisdiction and define in unequivocal terms the role which oil 
from abroad is to be allowed in filling domestic demand. 

The thousands of small independent producers who find and produce most of 
the oil in America depend for their economic existence upon the early enforce- 
ment of a positive import policy. We simply will fail to keep America secure 
in terms of her No. 1 munition of war if such action is not soon forthcoming. 

Thank you. 


Mr. Turner. For the record, I am Earl Turner, executive vice 
president, Texas Independent Producers and Royalty Owners Asso- 
ciation. 

The approximate 5,000 members of the association that we represent 
are in the main marginal producers, shoestring operators, who engage 
in drilling operations according to economics of the industry ‘at a 
given moment. Their entrance or departure from the business goes 
largely unnoticed, Their profit sheets are of importance principally 
to themselves. Yet in the collective they account for most of the 
oil which is discovered. There are something like 20,000 such opera- 
tors who may be in or out of the business depending on the situation, 
the economic picture. 

Because of excessive imports in our judgment, these operators are 
falling alarmingly behind the level of operations which is essential in 
order to keep reserves in proper relation to withdrawals. Recently 
Gen. Ernest O. Thompson, the senior member of our Texas Railroad 
Commission and a world authority on the petroleum industry, ex- 
pressed great concern over the fact that we are withdrawing oil; last 
year we “withdrew oil five times faster than we discovered it. This, 
of course, points to a degree of reliance on foreign oi] which is cer- 
tainly dangerous to the security insofar as the domestic oil industry 
is essential to our security. 

A projection by the Chase Manhattan Bank supports the conclu- 
sion that we must increase our discovery of reserves from approxi- 
mately three to approximately 5 billion barrels annually if we are not 
to become reliant upon foreign oil to a degree far in excess of the level 
being deemed maximum to national security by the Cabinet Fuels 
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Committee. This committee has been told by other witnesses that 
inefficient industries in America should give way. It has been sug- 
gested by one that some 10 years be given to these industries, with 
perhaps ‘subsidies along the way, in which to engage themselves in 
other business. 

We cannot believe it is consistent with the national interest and 
the desire of this committee, the Congress, or the President or any 

responsible official that the domestic oil industry get out of business 
or reduce its activities to a level which will reduce us to dependency 
upon sources which we now know can be relied on only so long as we do 
not actually need them. Far from being inefficient, the domestic oil 
industry we think is the most efficient in the world. 

We attempt to protect the stripper wells, the reservoirs which are 
near depletion, in order to get the maximum out of them. Our con- 
servation practices enable these wells to continue production sometimes 
after they have ceased to be economical and there are many wells 
today continuing to be produced in the speculation that crude prices 
may reflect more nearly domestic price and they would become profit- 
able enterprises. This is done through the proration system which 
reduces the flush new fields so that they will not take the entire market 
and leave room for the relatively uneconomic stripper wells. 

Not so with imports. Imports from prolific fields where conserva- 
tion is not a factor can move in uninterrupted. Likewise with our 
across-the-board policy of proration in America through which the 
small operators are protected. A given purchaser in an area which he 
serves must buy equitably or ratably from all producers, large and 
small, and this enables the small operator to exist but not so with im- 
ports. Importers can bring in their own production exclusively to 
whatever degree they wish to and thereby accord themselves first. call 
on the domestic market, putting out of business the marginal and small 
operators and availing themselves of the tremendous economic advan- 
tages which the more prolific fields abroad have. Our wells on the 
average in America produce something like an average of 15 barrels a 
day as compared to 5,000 to 6,000 barrels per day wells in the Middle 
East. We cannot compete. 

We are inefficient, if by inefficient vou mean the ability to compete 
with foreign-produced goods even for the domestic market. In short, 
we are moving rapidly toward a production on the basis of world 
reserves and on that basis the domestic industry will certainly not be a 
healthy one or adequate one very long. We have 10 to 17 percent of 
world reserves and to the extent we move in that direction, as we are 
today, we can anticipate a production comparable to that which cer 
tainly is far inadequate since we consume most of the oil that is con- 
sumed in America. 

The administration of the trade policy in our judgment has been 
such as to deny domestic producers of some vital commodities such 
as petroleum, the protection and safeguards which were carefully 
written into the laws by the Congress. 

The 1934 Reciprocal Trade Agreements Act, for example, passed 
largely in the interests of the export interests to promote markets 
abroad, has been used in a manner we think was unintended. There has 
been widespread reduction of tariffs. reduction from 50 percent of 
value to 10 percent of value, often unilaterally in the sense that our 
tariff reductions were made while other nations with which we trade 
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were engaging in the erection of trade barriers more formidable than 
anything in the past. 

he Congress in 1948 put forth a warning signal in the extension 
of the Trade Agreements Act in that year in the form of the peril point 
in what we consider to have been unsympathetic administration of the 
law. This hasbeen largely hveeea: 

An example of that is in our judgment the 1954 Trade Agreement 
with the Government of Venezuela through which oil tariffs were re- 
duced from 21 to 1014 cents. This was done in spite of the failure of 
the Tariff Commission finding to support such tariff reduction. Like- 
wise, in 1951 the escape clause was instituted as a means of providing 
an avenue of relief to an industry which had been injured by excessive 
imports. This also has been rendered relatively meaningless through 
administration. Last year the Congress extended the Trade Agree- 
ments Act by a very narrow vote in the House and in the Senate they 
approved the bill only after certain safeguards were written into it, 
including the national security amendment. 

In the case of petroleum it was made abundantly clear in the Senate 
report and on the floor that the yardstick by which imports were to 
be determined as excessive was to be the February 1955 report of the 
President’s Cabinet Fuels Policy Committee, so-called, which declared 
that imports in excess of the record year 1954 or imports in excess of 
the percentage they bore in the year 1954 jeopardized the national 
security. 

Before touching briefly on the administration of this act, may I 
state just a few statistics which indicate we think that imports clearly 
are excessive by all standards. In that yardstick year of 1954 imports 
bore the relation of 16.6 percent to domestic production. That was 
deemed maximum. Yet, despite the pleas of the administration offi- 
cials charged under this act to importing companies for compliance 
with this maximum, imports increased to 18.3 percent the following 
year. This year they will exceed 20 percent in relation to domestic 
production. In terms of barrels, 120,000 barrels in excess of the 
standard last year, 200,000 per day in excess the first half of this year, 
more than 371,000 barrels the last half according to projections of 
importers. 

mports are 40 percent above the yardstick year 1954 as compared 
with our increase in production of only 12 percent. Since 1948 im- 
ports have increased by 18.5 percent as compared with the domestic 
production increase of. only 2814 percent. In consequence, reserve 
roductive capacity increased some 65 percent. This means that the 
independent producer, domestic producer, must carry some 20 percent 
reserve productive capacity at hisownexpense. This is in effect deny- 
ing him some one-fifth of the income from his property which could 
be used to expand his operation. This is a burden on him which 
accounts in large part for the fact that we are seriously failing to 
keep reserves in proper relation to anticipated demand and war peaks. 

The effects of excessive imports show up also upon domestic price 
because imports are such a large factor in the domestic economy. The 
price of crude oil is determined increasingly by costs abroad where 
costs are considerably less, vastly less, perhaps one one-hundredth as 
much to find a barrel of oil in the Middle East as here. We cannot 
exist if the independent producers and marginal operators cannot 
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remain in business if crude-oil prices are to be determined on the basis 
of foreign costs. 

There are today in Texas and elsewhere a great many unconnected 
wells, wells which discoveries have brought in, which have no pipeline 
connection, that are denied a market entirely. Even where it is pos- 
sible to truck that oil to the nearest purchaser at a cost of approxi- 
mately 25 cents a barrel, sometimes it will not be purchased. We are, 
it can be safely said, in serious distress in a great many areas. 

This, of course, ties up the capital of the small operator and renders 
him incapable of fulfilling his obligation to the defense and economy 
of America. ; 

As to the administration of the Defense Act, the administration so 
far has declined to follow what we construe to be the intent of the 
national-security amendment to report to the President that imports 
are excessive, despite the fact by official acknowledgment, as late as 
the 7th of this month, it is acknowledged by the Director of the Office 
of Defense Mobilization they do exceed the maximum standard con- 
sistent with national security. 

Hearings are scheduled for next month on which we presume will be 
based a decision as to whether action will be taken. It is our judgment 
that even if a solution to this problem were possible by voluntary ac- 
tion of the importing companies, it would be an undesirable one. We 
think it is impossible, but even if it were possible, it is not a proper 
solution to a problem of this consequence. In the first place, it requires 
a degree of concerted action by importing companies which we believe 
is contrary to the antitrust policies of this Nation. There is pending 
now a Government suit against international oil cartels, so-called, 
alleging among other things they avail themselves of this cartel ar- 
rangement to injure domestic producers. We are not concerned with 
the fact they may engage in cartel operations abroad except insofar 
as the effect is to render incapable the domestic independents. We 
believe that has now become the case. We are concerned with the 
tendency to antitrust sanction to concerted action abroad. We recall, 
of course, the antitrust sanction given for the restoration of Iranian 
oil in 1951 with assurances given simultaneously this oil would not find 
its way into the domestic market. That has not been the case. The 
intent of the sanction, as we understood it, was to enable the companies 
eee in the Middle East to adjust their production in the Middle 

ast to accommodate this new flow of oil. 

Those countries have continued an uninterrupted increase in their 
production, and the domestic market has been compelled to give way 
to make room for this oil. We think that the administration is deal- 
ing unfairly with the importers in asking them to decide at what 
points their imports begin to endanger national security and curtail 
their efforts thereafter. We think their concern should be as private 
enterprise corporations with the profit picture, and this is a national 
matter, a matter requiring a national import policy, a formal policy 
not left to the voluntary compliance of individual private companies. 

The question was asked yesterday what effect the Suez crisis might 
have on our presentation by the independent petroleum representa- 
tives. It has no effect insofar as we are concerned. We believe that a 
national import policy, a firm formal policy, is required; 16.6 percent 
of the domestic market seems a most generous goal for imports to 
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have in the domestic economy. They will be unable to fulfill that 
quota in time of greatest need. We do not believe they should be 
allowed to exceed it in periods when there is a surplus abroad. 

Resistance to formal action to restrict imports, despite the public 
acknowledgment that imports are excessive to the point of jeopardiz- 
ing the national secur ity, are explained only in terms of their possible 
conflict with (1) trade agreements, including GATT agreements, and 
(2) the fear that such restrictions might encourage, or expand, Federal 
control. 

We think that neither objection is valid. 

In the case of trade agreements, every delegation of foreign trade 
policy has made clear that defense is paramount. In our latest trade 
agreements, provision was made for exceptions when the national 
security is involved, as is certainly the case here. Even in GATT, 
there are exceptions provided for a great many things, exceptions 
which other countries constantly avail themselves of, so there seems 
to be no insurmountable obstacle there, certainly no reason to justify 
refusal to take formal action when, as is the case, security is under 
consideration. 

As to the expansion of Government controls, we do not believe any 
restriction on imports necessarily conflicts with free enterprise in 
any sense. As a matter of fact, we think the contrary is true. 

Unless imports are restricted by formal action, more Government 
controls will be necessary. The threat of undue or excessive Federal 
controls does not arise out of a national import policy. Import re- 
strictions are as old as modern nations, and they are engaged in by 
the United States today, even with respect to oil. 

We have a 10.5-cent-a-barrel tariff which, of course, is a wholly 
inadequate one. In short, we believe, it is incumbent upon the ad- 
ministration, either the administration or the Congress, to affiirm at 
an early date a national import policy which will assure domestic in- 
dependents a fair share of the domestic market to enable him to keep 
this Nation oil secure in peace or war. 

Mr. Boees. Thank you very much. 

Mr. Morrtson. You think it was unwise, or inappropriate, for the 
national-security amendment to give the Office of Defense Mobiliza- 
tion the function that it has in this matter ? 

Mr. Turner. No, sir. We would not say that was unwise, it being 
a ae matter, and in view of the recognition of the Congress the 

scape clause was being effectively subverted. We feel that ‘this was 
an attempt to approach it strictly on a defense basis. Certainly oil 
is the No. 1 munition of war; consequently, it seemed appropriate to 
us that the Office of Defense Mobilization should be empowered to act. 
It has not done so. 

Mr. Morrison. Do you think it has greater discretion than the es- 
cape clause would provide? 

Mr. Turner. Apparently it does not. Apparently it has almost 
the same discretion. Let me say that we think the means available 
before this had the administration of those provisions been more sym- 
pathetic to the domestic industries in jeopardy. The Tariff Commis- 
sion through the escape clause could adequately have provided the 
protection ‘intended and desirable for the national welfare. 


-—_ 
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Mr. Morrison. But that determination the Tariff Commission might 
have made under the escape-clause provision would have involved 
something more than the share of the market. 

Mr. Turner. If I understand the criteria provided in the escape 
clause ; yes, it contemplates other factors. We believe we would qualify 
today certainly under the escape clause for some measure to safe- 
guard us if it was administered as intended. 

Mr. Boees. Thank you very much. 

The next witness is Mr. Otis H. Ellis, general counsel for the 


National Oil Jobbers Council. 


STATEMENT OF OTIS H. ELLIS, GENERAL COUNSEL OF THE 
NATIONAL OIL JOBBERS COUNCIL 


Mr. Oris. My name is Otis H. Ellis. I am engaged in the general 
practice of law in Washington, D. C., maintaining offices at 1001 Con- 
necticut Avenue, and am appearing here today on behalf of the Na- 
tional Oil Jobbers Council in my capacity as general counsel for that 

organization. 

National Oil Jobbers Council membership: The National Oil Job- 
bers Council is a trade group composed of 26 State and regional asso- 
ciations of independent sohtens and distributors of petroleum prod- 
ucts. These 26 associations, covering 31 States, represent approxi- 
mately 12,000 of the 15,000 petroleum jobbers and distributors in the 
United States. 

The jobbers’ position in the petroleum industry: Independent job- 
bers and dealers distribute approximately 85 percent of the household 
burning oils consumed in this Nation, 35 percent of the gasoline deliv- 
ered to the service stations, and well over 50 percent of residual oil 
imported into this country. And I might by interpolation state 
that we deliver well over 50 percent of the petroleum products to the 
farmers of this Nation. I go into this detail in order to point out to 
the subcommittee the extent of participation in the marketing seg- 
ment of the industry by the independent jobber and for the further 
purpose of showing that this group is a real party at interest in the 
outcome of any legislation which would affect the price or supply of 
petroleum products. 

The jobber’s position on customs and tariff laws: Since it is com- 
monly known in the petroleum industry that I represent oil interests 
other than the National Oil Jobbers Council, I deem it imperative 
that it be made clear at this point that my comments today reflect only 
the opinions and position of independent jobbers and these opinions 
are in no manner to be construed as reflecting the opinions of any other 
clients. 

The council has never attempted to take a position with reference 
to the broad aspects of international trade but has traditionally—for 
more than 10 years—opposed legislation or proposed amendments to 
existing legislation which would result in or could be used for the 
purpose of limiting or restricting imports of crude oil and petroleum 
products. While the council would not endorse flooding this country 
with oil imports to the serious detriment of either the domestic indus- 
try, our economic structure or national security, we have never found 
it necessary to recommend that mandatory brakes be put on imports 
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since we have never felt that the level of imports at any time was 
high enough to require such action. 

We are of the opinion that the escape-clause provisions in existing 
trade laws are adequate to afford all protection necessary to insure a 
healthy domestic industry while at the same time affording the Presi- 
dent ample means of maintaining and improving reciprocity of trade 
with other nations. In 1955 we opposed the so-called national-security 
amendment to the Trade Agreements Act. Despite the fact that the 
independent jobber is just as interested in national security as any 
other citizen or businessman, we opposed the oe amendment 
because we believed that the proponents were merely using “national 
security” as sex-appeal language to obtain support for an amendment 
which could be used to camouflage their real intentions which were 
directed to the end of erecting artificial barriers for their competition, 
thus enabling the proponents to sell more of their products or pro- 
duction at higher prices to the American consumer. Insofar as the 
petroleum industry is concerned, our fears appear to have been 
justified. 

It is, therefore, our recommendation that the national-security 
amendment to the Trade Agreements Act either be eliminated or 
modified in such a way as to insure that the discretionary authority 
granted thereunder be used only to preserve our national security and 
that findings in regard to national security are not in reality a camou- 
flage for yielding to pressure groups who have for years sought to 
have import restrictions imposed on competing commodities or prod- 
ucts. Since the Ways and Means Committee is charged with the 
responsibility for making, changing, and modifying our laws with 
respect to tariffs, customs, and imports, it is further recommended 
that inquiry and investigation be made by this subcommittee to deter- 
mine whether or not certain governmental agencies are exceeding their 
authority by way of coercing, threatening, or unduly persuading 
importers of petroleum products to reduce the level of imports. I 
believe this subcommittee would find that the Office of Defense Mobili- 
zation has endeavored to impose on importers a “voluntary” quota 
arrangement which, had it been followed in the case of residual oil, 
would have created a serious crisis and critical shortage of this com- 
modity on the eastern seaboard during the past winter. Fortunately 
the importing companies, although exercising some restraint on their 
imports, did not adhere to the recommended policy and thus a critical 
situation was averted although the consumers of residual oil were 
compelled to pay a higher price as a result of these restraints. 

It is not my intention to be unduly critical of the Office of Defense 
Mobilization, since I realize that they have been dealing with deli- 
cate political issues. I am, however, of the opinion that some of the 
actions thus far taken were motivated more in response to pressure 
groups rather than predicated on sound findings that our national 
security was being threatened or jeopardized by excessive imports of 
crude oil and petroleum products, particularly residual oil. Since 
additional findings and recommendations may be forthcoming from 
ODM in the immediate future, it is recommended that this subcom- 
mittee make inquiry at the earliest opportunity and, further, that 
ODM be specifically asked to submit any facts or findings that would 
indicate that our national secuirty either has or is being threatened or 
jeopardized by excessive imports of either crude oil or its products. 
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ACTIONS OF THE PROPONENTS OF OIL IMPORT RESTRICTIONS 


Since 1929 congressional committees as well as the Executive Office 
and other governmental agencies have been besieged by the so-called 
independent producers of crude oil to impose legislative or regulatory 
restrictions on oil imports. The recommended restrictions have 
ranged from prohibitive tariffs to quota structures or a combination 
thereof. This group has been joined at spasmodic intervals by repre- 
sentatives of the coal industry who have directed their efforts pri- 
marily to restricting imports of residual oil and heavy crude oils. 

In every instance where representatives of these groups appeared 
dire predictions were made as to what would happen to the domestic 
coal and oil industry if rigid restrictions were not immediately im- 
posed on oil imports. The independent producers have time and 

ain predicted curtailment and serious drops in our national reserves 
of crude oil as well as our productive capacity—all of which would 
leave us at the mercy of enemy nations. As late as last January 31, 
1955, a representative of the bituminous-coal industry testified before 
the Ways and Means Committee as follows: 

* * * The increasing flood of oil displaces coal and destroys its market, causes 
mines to close, impairs the capital investment of coal industry, retards domestic 
exploration and development of new oilfields, decreases potential traffic for 
American railroads, reduces opportunity for livelihood for thousands of coal- 
mine and railroad workers, threatens the existence of thousands of small-busi- 


ness men, and imperils the Nation’s security by building up unwise dependence 
on foreign oil sources. 


At that time this same representative advocated— 


* * * a restriction on the total quantity of crude petroleum and products, 
including residual fuel oil, which may be imported for consumption within the 
United States to not more than 10 percent of the annual domestic requirements. 

Despite the fact that no significant restraints have been imposed on 
oil imports the domestic producing segment of the oil industry—both 
independent and integrated—has grown by leaps and bounds. Our 
productive capacity is at the highest level in the history of our Nation. 
There were more wells drilled last year than ever before, and it is a 
matter of common knowledge that the most lucrative business in this 
Nation is that of oil and gas production. Instead of “decreases” in 
the potential traffic for American railroads, railroads are now finding 
it extremely difficult to meet the needs of transporting coal in keeping 
with demand; instead of the minefields being littered with the bodies 
of starving miners the situation is quite the reverse and the mines are 
full of miners with full bellies who are digging coal with all their 
might to meet unprecedented demands. How any group in the face 
of a record of unfulfilled prophecies such as that enjoyed by these two 
groups could have the audacity to approach a congressional committee 
or governmental agency claiming that our national security was being 
jeopardized because of excessive oil imports is beyond my compre- 
hension. 

Currently the independent producers are besieging the Office of 
Defense Mobilization requesting that the Director of ODM exercise 
his ee under the national security amendment and recom- 
mend to the President that mandatory quotas be imposed on crude oil 
imports. The coal industry a little over a year ago was also tearing 
down the doors of this same agency requesting that residual oil im- 
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ports be reduced. Currently the coal industry is so busy trying to 
meet market demands—both domestic and foreign—that they have 
little time left to argue that residual oil imports are ruining their 
industry. 

Activities of the Office of Defense Mobilization: Approximately 2 
years ago the President appointed a Cabinet committee to investigate 
our national resources and directed them to come up with recom- 
mendations for a national policy. In February of 1955 after many 
hearings and arguments pro and con this committee recommended 
that the level of imports of crude oil and residual oil as related to 
domestic production maintain the same ratios in 1955 as obtained in 
1954. The Director of the Office of Defense Mobilization has issued 
letters at various times to the importers calling on them to voluntarily 
limit their imports in accord with this formula. Subsequently, a 
modification was made in the original formula. Neither the importers 
of crude oil or residual oil have completely complied with either the 
original formula or the subsequent revision. As a result domestic 
crude producers are again demanding stringent action on crude oil 
imports. 

As previously stated had the formula on residual oil imports been 
complied with a critical situation would have developed. The resid- 
ual importers, presumably attempting to exercise some restraint, re- 
sorted to the uneconomic step of bringing residual oil from the west 
coast to the east coast to help fill the gap. As a result of this action 
and the “voluntary restraints” which they exercised the price of resid- 
ual oil increased—as previously predicted by the National Oil Jobbers 
Council—with the result that coal prices increased and the bill for 
this whole action was paid by consumers of residual oil on the eastern 
seaboard. This situation has demonstrated conclusively that it is 
impossible to write a rigid formula for oil imports that would give 
due consideration by way of escalation to all of the necessary factors 
such as domestic demand, foreign demand, adequacy of supply, inter- 
national trade relations, national security, and other economic factors 
which are not foreseeable by man even with the use of a crystal ball. 

It could well be that ODM’s action in regard to imported residual 
oil was misguided by failure to lend a receptive ear to the arguments 
given by those who distribute that commodity, the jobbers, as well as 
those who consume it. It has become apparent that all too many deci- 
sions on oil imports are based primarily on consideration for the pres- 
sure group demands of domestic producers of oil and coal and too little 
consideration of the effects which those demands would have on our 
distribution system, the American consumer, and international rela- 
tions. All of this, mind you, is done in the name of national defense. 

I am of the opinion that ODM has made a valiant effort to effect 
some sort of compromise on the issue of oil imports which would fall 
short of resorting to the necessity of executive or legislative mandate. 
IT am aware that as a practical proposition the political pressure which 
‘an be brought to bear by independent oil producers and the coal indus- 
try must be reckoned with despite the fact that when we lift the 
national flag with which they camouflage their demands, we only find 
underneath the greedy desire to sell more at higher prices regardless 
of the impact it may have on others within the Nation. I would like 
to repeat a statement I recently made to the task force which is investi- 
gating the oil imports issue for ODM. That statement is: 
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We further hope that the ultimate decisions reached will not be dictated by 
political expediency garbed in a kimono made from Old Glory. To the contrary, 
we hope that final decisions reflect utilization of enough political guts to put 
military security for the many above millionaire security for a few. 

_The Suez crisis. Several spokesmen for independent producers and 
oil producing groups have pointed to the crisis over the Suez Canal 
problem as confirming their slogan that there is no security in foreign 
oil. As the situation now exists it may be that the excess productive 
‘apacity in the United States and other Western Hemisphere countries 
will have to be utilized to meet the needs of our friendly allies in 
Europe and other foreign places. Where would we be today if the 
Congress had listened to the demands of these groups and imposed 
restrictions on oil imports? We would have no excess productive 
capacity to help cope with this crisis and neither would we have excess 
productive capacity to meet a national emergency if we were burning 
all the oil we could produce rather than supplementing our supplies 
from foreign sources. I suggest to you that there is no security for 
this Nation unless the nationals of the United States and our friendly 
allied countries own and control the principal supplies of foreign oil 
production. In order to do that it is imperative that we import rea- 
sonable quantities of oil, both crude and its products, and unless we do 
so our national security is truly being jeopardized. 

I do not know what requests will be made to this subcommittee by 
either of these two groups who perennially seek restrictions, but I 
suggest that before the subcommittee arrives at any conclusion you 
compare the predictions and prophecies of the proponents of restric- 
tions with the predictions and prophecies of the National Oil Jobbers 
Council. The record will quite definitely reflect that we have been 
consistently right while they have been consistently wrong. Our 
Nation has prospered and our industry has prospered under the unre- 
stricted conditions which have obtained in the past and we are con- 
vineed that this prosperity, oilwise, will continue without mandatory 
restrictions on oil imports or restrictions achieved by coercion and 
threat. 

We are now facing an international crisis involving petroleum and 
I do not think it is either appropriate or sensible for either the Con- 
gress, the President, or any governmental agency to take any action or 
make a recommendation which would in any manner further aggra- 
vate this situation. 

Before concluding, I would like to make this declaration : I defy 
any man to supply this subcommittee with factual support for the 
statement that oil imports either crude or products are currently 
threatening or jeopardizing our national security. By factual sup- 
port I do not mean tenuous generalizations or abstract prophecies, 
but to the contrary, mean a bill of particulars as to specific facts and 
acts which would meet the test of qualified and reasonable minds. 

Mr. Chairman, one further comment. Yesterday when Mr. L. Dan 
Jones appeared before the committee on behalf of the Independent 
Petroleum Association of America, he submitted testimony to the 
effect that the action of the President in reducing the import-excise 
taxes on petroleum under the trade agreements negotiations was an 
abuse of the authority granted by the Congress in the trade agreements 
legislation. 
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Now, this question has already been passed on by no lesser an 
authority than the Ways and Means Committee of the Hine of Repre- 
sentatives, when they did so in 1940 in their report on the House Joint 
Resolution No. 407, Report No. 1594, 76th Congress, 3d session, at pages 
37 and 39, where they commented on import excise taxes. 

I quote this part of it, and I would request that the remainder of 
that part of the report be included in the record. 

Mr. Boces. Without objection, it is so ordered. 

Mr. Etxts (reading) : 


The committee has given careful consideration to the action taken, in the 
administration of the Trade Agreements Act, with reference to so-called excise 
taxes imposed on imports only. It has been claimed by some that the modifica- 
tion of such taxes in trade agreements constituted an abuse of the authority 
granted by the Congress in the Trade Agreements Act. The committee is 
eonvinced that there is no sound basis for this charge. 


I shall not quote further, but I would like from that point for it to 
be included in the record. 

Mr. Boces. Without objection, it is so ordered. 

(The remainder of the report is as follows:) 


The Trade Agreements Act grants authority to the President to modify exist- 
ing duties and other import restrictions pursuant to trade agreements. 

Under section 601 of the Revenue Act of 1932, so-called excise taxes were 
imposed on imports of petroleum, coal, lumber, and copper. These taxes, origi- 
nally imposed for a period of 2 years but extended several times, are now found 
in the Internal Revenue Code under the heading “Import Taxes.” Taxes of this 
nature are, in fact, by their nature and economic effects, customs duties in every 
sense of the term and as such are, of course, not to be confused with our ordinary 
internal revenue excise taxes with respect to which no power of modification is 
granted on the Trade Agreements Act. Not only did the Congress make the 
import taxes applicable “only with respect to the importation of such articles,” 
but it expressly provided that, with certain minor exceptions, they “shall be 
levied, assessed, collected, and paid in the same manner as a duty imposed by 
the Tariff Act of 1930, and shall be treated for the purposes of all provisions of 
law relating to the customs revenue as a duty imposed by such Act.” The courts, 
as well as the Congress and the administrative agencies of the Government, have 
specifically recognized that these taxes are customs duties (United States v. 
Domestic Fuel Corp. et al., 71 F. (2d) 424). 

Since these import taxes are in fact and in law customs duties, there can be no 
reason why they, any more than other customs duties, should not be subject to 
modification under the authority of the Trade Agreements Act. The legal author- 
ity is clear, and the economic justification for dealing with them is the same as 
in the case of any other import barrier. 

It must be kept in mind, in this connection, that no decision to change the 
customs treatment of any product is made until after the most careful investiga- 
tion and study of the effects of the duties in question on our foreign trade, of the 
situation in the domestic industries concerned, and of the possible effects of a 
change of the customs treatment on such industries and on the national economy 
in general. In this thorough and comprehensive study the various Government 
departments and agencies concerned are consulted, and careful consideration is 
given to the information and views presented by private persons in briefs and at 
the public hearings. 

Where, as the result of such consideration, study, and analysis, it is found that 
any existing tax on imports is unduly burdening and restricting our foreign 
trade, that no domestic industry will be materially injured, and that it is in the 
general interest of the national economy that action be taken in respect thereof, 
action is no less warranted with regard to such import taxes than with regard to 
other customs duties in similar circumstances. As a matter of fact, if Congress 
exempted these import taxes from the scope of the action authorized under the 
Trade Agreements Act, there would be unfair discrimination in favor of certain 
industries, and it would be difficult to justify refusing the demands of other 
groups for the exception of other customs duties in favor of other industries. 
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Furthermore, the exemption of certain products from the scope of the action 
authorized under the act would inevitably tend to hamper the efforts of the 
United States to secure modifications in foreign import barriers for the benefit of 
American exports. If we arbitrarily set up a list of products with respect to 
which the import tax or customs duty may not be modified, we invite foreign 
countries te set up similar lists of “untoucuable”’ articles and, in this manner, 


render more difficult the conclusion of mutually profitable agreements for the 
expansion of trade. 


Mr. Exxis. So, I think the Ways and Means Committee has 16 years 
ago answered that allegation. 

Mr. Boces. Thank you very much, Mr. Ellis. 

Mr. Exuis. Thank you, sir. 

Mr. Boges. Do you have any questions, Mr. Harrison? 

Mr. Harrison. | have no questions. 

Mr. Boces. Do you have any questions, Mr. Martin ? 

Mr. E. Martin. [have no questions, sir. 

Mr. Boges. Mr. Morrison ? 

Mr. Morrison. I have no questions, sir. 

Mr. Boces. Our next witness is Mr. Patrick B. Healy, assistant sec- 
retary of the National Milk Producers Federation, accompanied by 
M. Rh. Garstang, general counsel. 







STATEMENT OF PATRICK B. HEALY, ASSISTANT SECRETARY, 
NATIONAL MILK PRODUCERS ASSOCIATION; ACCOMPANIED BY 
M. R. GARSTANG, GENERAL COUNSEL 


Mr. Hearty. Mr. Chairman, may I present Mr. M. R. Garstang, who 
is the general counsel of the National Milk Producers Federation, and 
who will participate with me at this testimony. 

Mr. Boces. We are glad to have Mr. Garstang with us. Would 
you please identify yourself, sir, for the record. 

Mr. Garstang. Mr. Name is M. R. Garstang, and I am the general 
counsel of the National Milk Producers Federation. 

Mr. Boees. You may proceed with your statement, Mr. Healy. 

Mr. Hearty. We appreciate very much the opportunity to appear 
before this subcommittee to discuss matters of foreign trade as they 
apply to dairy farmers. We are vitally affected by foreign-trade 
policies—so much so that the very existence of the dairy industry in 
this country depends upon effective import controls. 

Since there is no specific legislation before the subcommittee to which 
our testimony can be directed, we shall endeavor to present an overall 
picture of our place in the foreign-trade pattern. When specific legis- 
lation is considered, we hope we shall be permitted to present a further 
statement dealing directly with that legislation. 

We are concerned primarily with the escape clause, peril points, ex- 
port subsidies, import quotas, section 22 of the Agricultural Adjust- 
ment Act, provisions in the General Agreement on Tariffs and Trade 
which are harmful to agriculture, and the urgent and impelling need 
for Congress to retain within its own hands effective control over our 
foreign trade. 

The National Milk Producers Federation is a national farm organ- 
ization. It represents nearly half a million dairy farm families and 
some 800 dairy cooperative associations which they own and operate 
and through which they act together to process and market at cost the 
milk and butterfat produced on their farms. 
83979—56—pt. 133 
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The viewpoint of the federation is solely that of the dairy farmer. 
Our bylaws require that at least 75 percent of our directors must be 
actively engaged in dairy farming, the remainder being officials of 
farmer-owned and farmer-controlled cooperatives. 

Among the dairy cooperative associations represented by the fed- 
eration are bargaining organizations through which farmers bargain 
as a group for the sale of their milk. Others are manufacturing asso- 
ciations engaged in the processing and marketing of milk in the form 
of manufactured dairy products. Practically every form of dairy 
product manufactured in the United States in any substantial volume 
is made and sold by farmers’ dairy cooperatives represented by the 
federation. In terms of volume, about one-third of the milk sold from 
farms in the United States is marketed through our member and sub- 
member associations. 

Dairy farmers have a vital interest in the foreign trade policies 
of this country. Not only is their means of earning a living at stake, 
but also their substantial investments in cattle, farms, equipment, and 
in the dairy manufacturing plants which they have built and financed. 
Also at stake are the tremendous efforts and expense borne by dairy 
farmers and the Federal and State Governments in establishing herds 
free from foot-and-mouth disease, tuberculosis, brucellosis, and other 
livestock diseases. 

Adequate and dependable supplies of milk and dairy products are 
essential to the welfare and wall-bein of the people of this country 
and to its national security. It would be most unwise to permit our 
domestic source of supply for essential foods to be displaced by an 
overseas source of supply. This is particularly true in the case of 
dairy products, because the domestic source of supply, once impaired, 
could not be rebuilt quickly. ' 

Agriculture is the largest segment of the American economy, and 
dairying is the largest segment of American agriculture. The econ- 
omy of the whole country would be impaired by foreign-trade policies 
which resulted in serious dislocations for the American dairy industry. 

The American dairy industry would be immediately and seriously 
harmed by the removal of import controls on dairy products. 

During the past 20 years, there has been built up in this country an 
—— which in many respects is above the world level. This is 
particularly true with respect to wages, living standards, and costs 
of production. In order to keep the prices which farmers receive rea- 
sonably related to the cost of the things that farmers buy, and thus 
maintain the purchasing power of this important segment of the 
economy, the prices of many agriculture commodities must be main- 
tained at levels substantially above world price levels. 

As long as this condition exists, effective import controls will be 
necessary to prevent the dumping of world surpluses on our shores, 
and some form of export price adjustment will be needed to permit 
American agricultural products to move in world trade at competitive 
prices in sufficient volume to retain a fair share of the world markets. 

It is not an answer to this problem to say flatly that our agricultural 
prices should be reduced to world levels. To reduce agricultural 
oo alone and thus impair the purchasing power of farmers would 

an invitation to economic disaster. We tried that in 1929, and we 
should not be required to learn that lesson over again. Farm prices 
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can only be reduced safely and equitably when other prices also come 
down in proportion. We have never asked for high prices for dairy 
farmers. @ have asked only that the prices they receive be fairly 
and reasonably related to the cost of the things they buy so they can 
continue as a self-sustaining economy entity. : 

Dairy farmers are ete cal, in a serious squeeze because the prices 
they receive are not fairly related to the cost of the things they buy. 
The current price support level is far below parity. Department of 
Agriculture figures show the estimated hourly returns of dairy farm 
operators to be only 30 cents per hour in eastern Wisconsin, 35 cents 
per hour in western Wisconsin, and 81 cents per hour in the central 
northeast. 

I would like to point out here that we have not chosen these three 
areas because they are the three which show the dairy farm to be in 
the worst fix. e have chosen these areas because these are the areas 
which the Department of Agriculture has chosen to survey and to re- 

ort on. Compared to this, the minimum wage for common labor is 
1 per hour. 
ven at these low prices, farmers cannot compete with imported 
dairy products produced in foreign countries where wage rates, living 
standards, and costs of production generally are lower. 

For example, the support price for grade A butter in New York is 
60.25 cents per pound. This compares with an export price for butter 
oo into world trade of about 39 cents per pound f. a. s. New York. 
A similar disparity exists with respect to cheese and nonfat dry milk. 


The support price for grade A Cheddar cheese is 35 cents per pound, 
the export price being approximately 22 cents. The support price for 


spray process nonfat dry milk in barrels is 16 cents per pound, the 
export price being approximately 9.9 cents per pound. 

he tariff on butter is 7 cents per pound for 60 million pounds and 
14 cents for additional amounts. e tariff on Cheddar cheese is 3 
cents per pound or 15 percent ad valorem. The tariff on nonfat dry 
milk is 1.5 cents per pound. 

With such a disparity in prices, it is obvious that any substantial 
— to a condition of trade would mean the liquidation of 
the dairy industry in this country, at least insofar as the production of 
milk for manufactured dairy products is concerned. 

Contrary to general belief, consumers would not benefit from the 
removal of import controls, because the imports would be sold at prices 
only fractionally under the a level. The Government simply 
would be obliged to buy under the support program additional 
domestic products for each pound of imports. Eventually the _— 
port program would break down, and the domestic source of supply 
wou be displaced by foreign production. 

The import controls so essential to our domestic agricultural pro- 
grams are currently provided under section 22 of the Agricultural 
Adjustment Act. Tnipant quotas are being used under section 22 to 
protect domestic agricultural programs for cotton, wheat, milk and 
butterfat, peanuts, and rye. Import controls under section 22 in the 
form of increased tariff are provided also for peanut oil, flaxseed, and 
linseed oil. 

This type of import control, in the opinion of the ne nations 
which are parties to the General Agreement on Tariffs and Trade, is 
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contrary to the provisions of articles IT and XI of that trade agree- 
ment. 

Article II of GATT prohibits the use of increased tariffs for the 
protection of domestic agriculture programs or other purposes unless 
the increased rates are directly and mandatorily required to be im- 
posed under legislation in effect in this country on October 30, 1947. 
Section 22, as it existed in 1947, did not authorize protection of the 
present type of agricultural programs. It was amended in 1948 to 
make it applicable to the loan and purchase type of support programs. 
The State Department succeeded in getting written into the 1948 
amendment a provision making section 22 subservient to the trade 
agreements. In 1951, this was reversed, and Congress ordered section 
22 applied irrespective of the trade agreements. 

In spite of this clear expression of congressional policy, when GATT 
was revised recently, the prohibition against the use of increased 
tariffs was retained, the original effective date of October 30, 1947, 
was preserved, and no exception was provided for section 22 controls. 

Article XI of GATT prohibits the use of import quotas of the type 
now used to protect our domestic agricultural programs for cotton, 
wheat, peanuts, and dairy products. Although the wishes of Congress 
with respect to section 22 were well known, apparently no attempt was 
made by the United States delegation to secure an exception for section 
22 controls in the revised GATT. 

As long as the status of GATT itself has remained uncertain in 
Congress and additional relinquishment of power by Congress has 
been sought, we haven’t heard too much about the violation of GATT 
by section 22 controls. In fact, one of the arguments used against 
import controls under section 104 of the Defense Production Act was 
that controls should be shifted to section 22 to avoid a violation of 
3ATT. However, as we had predicted they would be, the new con- 
trols under section 22 were promptly attacked as a violation of GATT 
as soon as section 104 legislation was out of the way. 

The seriousness of the situation appears in the action recently taken 
by the GATT nations to grant to the United States a temporary waiver 
to use section 22 controls. This waiver was not granted as a matter of 
right but as a matter of sufferance. There is no assurance that it will 
be continued, nor that it will be extended to cover new controls which 
may become necessary in the future. 

The waiver granted to the United States by the GATT countries 
which permits us to use import controls to protect our domestic agri- 
cultural programs is subject to anual review by these nations. There 
is no binding assurance that it cannot or will not be terminated at any 
such review, if our use of section 22 should not meet with their pleas- 
ure. The United States must report annually to the GATT countries 
showing what it has done to eliminate section 22 import controls and 
explaining the reason why those which remain continue to be applied. 
The right of other nations to retaliate for our use of section 22 is pre- 
served in the waiver. 

The waiver was granted in consideration of assurances that— 
the United States Government has taken positive steps aimed at reducing 1955 
crops surplus by lowering support price levels or by imposing marketing quotas 
at minimum levels permitted by legislation— 
and that marketing quotas are being used to the fullest practicable 
extent. Presumably if our price-support levels are raised, it would 
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‘all for a reconsideration of our permission to use section 22 controls. 

Under the terms of the waiver, the United States may not act under 
section 22 without first consulting other nations. Import quotas under 
section 22 must be reconsidered by the United States at the request 
of a foreign nation. Foreign nations must be notified of section 22 
actions and permitted to participate in them by making representa- 
tions as to the need for controls by the United States. 

Thus, in effect, we have foreign nations undertaking to tell the 
United States that they will permit us to protect our domestic agricul- 
tural programs against destructive imports only so long as we keep 
our BP Sa PLO levels, acreage allotments, and marketing quotas at 
low levels, 

Import controls under section 22 are limited to the protection of 
our domestic agricultural programs. Thus, savichitarel or livestock 
commodities for which there is no price-support program do not have 
even the limited protection of section 22 and the sufferance to use it 
temporarily under the section 22 waiver. 

Import controls should extend beyond the price-support programs. 
If controls are removed as soon as an industry rises above a support 
program, a flood of imports should not be permitted to force it back 
to a new support program and the reinstatement of controls. 

The prohibition against the use of import quotas in article XI of 
GATT has much broader application than the controls applied under 
section 22. 

Article XI would seriously handicap Congress in granting neces- 
sary protection to a domestic industry through the use of import 
quotas. Tariffs as a means of protection have been rendered largely 
ineffective and unreliable through inflation and the currency devalua- 
tion, multiple exchange rates, and multiple pricing systems used by 
other nations. Furthermore, there is no accurate way of determining 
in advance the extent to which imports will be controlled through 
tariffs. Import quotas, on the other hand, permit an accurate regula- 
tion of the quantity of imports to be admitted in any given period, 
thus making it possible to plan in advance the share of the domestic 
market to be give over to imports. If the maximum quantity of 
imports to be admitted is definitely known, the adverse effect on the 
domestic market is much less than it is where there is no way of know- 
ing where the flood will stop. 

As heretofore indicated, wage rates, standards of living, costs of 
production, and agricultural prices in this country are in many cases 
substantially above world levels. This requires import controls, on 
the one hand, to prevent a flood of destructive imports and some form 
of price adjustment, on the other hand, to permit our products to move 
in world trade. 

Article VI of GATT, in effect, prohibits the use of export prices 
which are lower than domestic prices. This raises serious questions 
with respect to agricultural programs based on a two-price system such 
as those which recently have been under consideration by Congress. 

We do not believe that surpluses should be dumped on world 
markets. The subcommittee is well aware of the burden of surplus 
dairy stocks which has confronted the dairy industry and the Secre- 
tary of Agriculture for the past several years. We have needed 
desperately to dispose of these stocks, but not once have we suggested 
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that they be thrown on the world market in sufficient volume to seri- 
ously harm other nations. 

e think it is an entirely different matter, however, for this coun- 

to move into foreign trade, at competitive world prices, regardless 

of the domestic price, a sufficient volume of a product to retain a fair 
share of the world market. 

In the Agricultural Act of 1956, passed at the last session, Con 
found it necessary in the interest of American agriculture to direct 
the Commodity Credit Corporation to sell for export at competitive 
world prices, without regard to whether such prices were below 
domestic prices, stocks of extra-long-staple cotton. CCC also was 
directed by the same legislation to sell at competitive world prices 
such quantities of cotton as will reestablish and maintain the fair 
historical share of the world market for United States cotton. 

It is entirely probable that both of these actions will be considered 
violations of article VI of GATT by the same nations which have 
ruled our use of section 22 to be a violation. 

In connection with foreign trade policies, consideration should be 
given to the fact that wage rates, costs of ee and agricultural 

rices in this country are substantially above world price levels. As 

ong as this condition exists import controls will be necessary to pre- 

vent a destructive level of imports, and export price adjustments will 
be needed to permit us to retain a fair share of the world export 
markets. The most serious problems in foreign trade are related to 
the General Agreement on Tariffs and Trade. Congress should exer- 
cise care not to approve GATT. It is equally important that Con- 
gress not approve an international trade organization to administer 
and interpret GATT. 

Mr. Boces. Thank you very much, Mr. Healy. 

Are there any questions ? 

Mr. Harrison. Mr. Healy, what would be the effect insofar as 
GATT is concerned if we approve the OTC? 

Mr. Hearty. We believe that should Congress approve OTC the 
State Department would consider that probably to be an approval 
by Congress of GATT. 

Mr. Harrison. Even though Congress wrote into the OTC legis- 
lation that it would be no approval of GATT? 

Mr. Heaty. We think it would, even so; yes, sir. 

OTC’s only purpose in being is to administer GATT. So, if you 
authorize and approve an organization to administer an agreement, 
certainly you must thereby approve our participation in the agreement. 

Mr. Harrison. Thank you, sir. 

Mr. Bocas. Mr. Martin ? 

Mr. E. Martin. Mr. Healy, at page 6 I think you say that our 
rs pore quotas on cotton, wheat, and peanuts violate article XI of 

Does not the United States have in effect programs with respect to 
these three products which operate to restrict the quantities of the 
domestic products that can be marketed or produced ? 

Mr. Heary. Yes. 

Mr. E. Martin. Then why do not these import restrictions come 
within the exception which is set forth at paragraph c-1 of article 
XI of GATT? 
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Mr. Hearty. Well, I do not know. Mr. Garstang, can you answer 
that question ? 

. Garstana. They might under some conditions. 

Mr. E. Martin. Under what conditions would they not is what I 
want to know. 

Mr. Garstang. Well, the exception applies if we reduce our domestic 

roduction in the same proportion in which we reduce imports. It 
is a rather impractical exception, because in many cases the percentage 
of imports in relation to the total production is rather small. So, in 
order to reduce our imports by a small volume we would have to 
reduce our domestic production by a tremendous volume. 

Mr. E. Martin. GATT has been in effect since 1948; has it not? 

Mr. Garstana. Isn’t it dated October 30, 1947, or about that time? 

Mr. E. Marrin. It took effect January 1, 1948; did it not? 

Mr. Garstane. Yes, sir. 

Mr. E. Martin. Our import quotas on wheat and cotton have been 
in effect that entire period ; have they not? 

Mr. Garstane. I do not know offhand what the dates of those were. 

Mr. E. Martin. Well, assume they have been. Have you ever heard 
of any objection being made by the contracting parties under GATT 
to those quotas as violating GATT ? 

Mr. Garstane. No, sir; unless it is in the section 22 waiver. 

Mr. E. Martin. But you nevertheless can conclude affirmatively 
that the quotas violate GATT although the contracting parties have 
ae them all these years as not being a violation? 

Mr. Hearty. Well, we would figure that the contracting parties have 
a to the import quotas imposed by section 22 on dairy products. 

. E. Martin. That is another subject. The cotton, wheat, and 
peanuts that you talk about here is what I am talking about. 

Mr. Heaty. It is another subject, but certainly we can expect that 
they would have the same feeling toward other commodities; would 
they not? 

Mr. E. Martin. Do we have any program restricting the quantity 
of dairy products that can be marketed or produced ? 

Mr. Heatry. No. 

Mr. E. Martin. Well, is not that a different case from the cotton, 
wheat, and peanuts under GATT? 

Mr. Heater. Well, except that we do have in this section 22 waiver 
that GATT has given for dairy products a suggestion that it was 
granted on the basis that the lowest allowable price-support levels 
be used in the dairy-support program, and the Secretary of Agri- 
culture in establishing those levels asserted that they were production- 
control methods. The waiver also refers to marketing quotas and pro- 
duction controls for certain crops, thus indicating the waiver applies 
to them. 

Mr. E. Martin. That is all. 

Mr. Boees. Mr. Morrison? 

Mr. Morrison. Do we have any exports of dairy products? 

Mr. Heartzy. Well, the United States has never been a large exporter 
of dairy products. There is some small volume which has gone out 
regularly for many years. 

Current commercial exports at United States price levels are not 
any above what they have ever been in the past. There are tremen- 
dous quantities of dairy products being exported now at reduced price 
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levels through relief and welfare agency giveaway programs in for- 
eign nations, but these should not be confused with regular commer- 
cial United States exports which are about the same now as they have 
been for the past several decades. 

Mr. Morrison. Is it under some such export operation that a sub- 
stantial part of our dry milk is exported ? 

Mr. Heatey. That is correct. Much of that goes for foreign school- 
lunch programs and is sold at 2 cents a pound. Much of it is dis- 
tributed to church relief agencies abroad and it is given to them free. 
No great quantities of dry milk are exported commercially except a 
few million pounds which are sent into Mexico and countries in the 
central and northern parts of South America, and the volume on that 
is not increasing significantly in the past 10 or 15 years. 

Mr. Morrison. Following up on Mr. Martin’s question about this 
exception to imposition of quantitative restrictions under GATT, I 
think you said that such restrictions would be in violation of GATT 
unless accomplished by equal restrictions on domestic production. 

Mr. Heatry. Yes; that is correct. 

Mr. Morrison. Do you think that policy has been pursued with 
respect to sugar? 

Mr. Heary. That I cannot answer. 

Mr. Morrison. I am not sure, but I do not think the GATT pro- 
vision has been so interpreted. 

That is all, Mr. Chairman. 

Mr. Boaes. Thank you very much. 

Before calling our last witness I would like the record to show 
that Mr. Strackbein, who testified here this morning, was most help- 
ful to the subcommittee in arranging for witnesses, particularly from 
industry, so that we would not have great repetition of testimony. 
I would like on behalf of the subcommittee to express our appreciation. 

Our last witness is Mr. Marx Lewis, general secretary-treasurer, 
United Hatters, Cap and Millinery Workers International Union. 
We are glad to have you, Mr. Lewis. 


STATEMENT OF MARX LEWIS, GENERAL SECRETARY-TREASURER, 
UNITED HATTERS, CAP AND MILLINERY WORKERS INTERNA- 
TIONAL UNION 


Mr. Lewis. Mr. Chairman and gentlemen of the committee, my name 
is Marx Lewis. I am the general secretary-treasurer of the United 
Hatters, Cap and Millinery Workers International Union. That 
union represents the workers in three headwear industries ; men’s hats, 
caps, and millinery. We have about 40,000 members representing 
about 80 percent of the total number of people employed in these 3 
headwear industries. 

Instead of reading, Mr. Chairman, the prepared statement, I thought 
I might be able to save some time for this committee—I know it is 
getting late—by touching on some of the important points I have tried 
to make and by eliminating some of the things I suppose will get into 
the record anyway. 

First of all, I want to thank the committee for this opportunity to 
appear. I represent a small industry for the workers in small indus- 
tries and we welcome this opportunity to talk to a committee, after all 
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the experiences we have had elsewhere, some of them not very satis- 
factory. 

I thought what I might say about our experiences, even though we 
are a small industry, might illustrate some of the problems with which, 
also, other industries are confronted, and if any relief is to be obtained 
maybe we will all benefit. 

I want to say at the very outset that we are not opposed to reciprocal 
trade. In fact, we, as part of the American labor movement, favored 
it for a long time. We favored it for several years. 

First of all it was for humanitarian reasons, because we did want to 
see the living standards of the peoples all over the world raised. We 
could never feel comfortable in the knowledge that about two-thirds of 
the world population goes to sleep at night hungry. We feel that for 
humanitarian reasons alone that ought to be mitigated and some relief 
ought to be applied. 

Secondly, as a practical matter we thought that reciprocal trade 
would raise the living standards. The theory was that if we would 
permit other countries to sell to us in return for that they would be 
in a better position to buy from us and that world trade would benefit 
and that living standards would be raised. 

We are not convinced now that the reciprocal-trade program as ad- 
ministered is achieving its purpose. We never thought that it would 
throw thousands or hundreds of thousands of people out of jobs, as 
we feel it is doing. We know to a large extent it has thrown people 
out of jobs in our industry. 

I do not think we have achieved its major purpose, because an exam- 
ination of the record will show that in 1947 when the program began 
American exports amounted to little more than $15 billion and in 1955 
it 1s pretty much the same. There has been very little change. On 
the other hand, imports rose sharply. In 1947 they amounted to 
$5,670 million in round figures, and in 1955 they amounted to $11,33: 
million. They just about doubled. 

Mr. Harrison. What were the export figures for 1945 and 1955? 

Mr. Lewis. I beg your pardon. 

at Harrison. Would you repeat those export figures for 1945 and 
1955 ! 

Mr. Lewis. The export figure was roughly about $15 billion or a lit- 
tle over $15 billion by several hundred thousand in 1947, and in 1955 
it was virtually the same. There was another $100 million or $125 
million. 

Mr. Harrison. Does that include Marshall plan exports? 

Mr. Lewis. No. I think that is just the actual trade. 

Mr. Harrtson. You say there has been no increase in 10 years ? 

Mr. Lewis. No. If that would be true, as I think it is, the reciprocal 
trade agreements program has proved to be pretty much of a one-way 
street. 

To some extent that was inevitable, because originally when we 
started on this program, particularly after World War II, we were 
going to help the other countries regain their strength and recover 
the ground they had lost during the war and as a result of the war. 
As they got back on their feet it was inevitable that they would not 
only take care of more of their own needs, but that they would become 
more competitive in the world markets in which we also were trying to 
get our share of the trade. 








516 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


Besides that while we, I think, carried our commitments through 
pretty well, the other countries continued to engage in the restrictive 

ractices that we thought would be abolished and if abolished would 
Facilitate world trade. I do not want to go into those, because I am 
sure other witnesses must have mentioned all of the things being done 
in the European countries to create barriers against the freer trade 
that we thought would result. 

In other words, they failed to follow our lead. For example, in our 
own industry Italy gives certain advantages to the men’s hats manu- 
facturers in Italy in the form of subsidies. In France the manu- 
facturers sell for us for 65 cents what they would sell in France for $1, 
the Government making up the difference. 

I think the State Department knows about this arrangement, but 
has done nothing about it and pretends not to know, although it has 
been called to their attention. 

We give real concessions in these trade negotiations. I am not sure 
we always get the same kind of concessions. I have seen figures re- 
cently which indicated that while negotiations were on with Japan they 
gave us what was supposed to be 288 concessions, in return for which 
we gave to Japan 238 concessions, but our concessions, so far as I have 
been able to ascertain, have been very real. In the case of the Japa- 
nese we find that many of them were a little imaginary. 

Let me cite one example. We got a concession on the four-motored 
planes. They only produced one in 1953 and in 1955 they did not 
produce any, so that we got a concession on something they are not 
doing anyhow, and we gave concessions, I think, on everything that 
would really amount to something. In spite of these facts two groups 
have consistently adhered to the idea that the reciprocal trade pro- 
gram must be maintained at all cost regardless of the sacrifices it 
imposes on some industries, including ours. 

We have the liberals, who say that in order to help the world it does 
not matter how many people are thrown out of jobs here. If we 
happen to be a small industry with hundreds of jobs or a few thousand 
jobs, even though that is not too significant, we are suffering. 

On the other hand, they have as allies, strangely enough, powerful 
industrialists who many years ago in the early years wanted all of the 
protection they could get. They at that time were supposed to be 
infant industries, and they felt, like other infants, that he ought to 
be nursed, and they were nursed by high protective duties. Now they 
have achieved a position of eminence and power which enables them to 
meet any competition in any part of the world which permits them 
to still survive, because they have the advantage of mass production 
and techniques that enables them to get along, which the small indus- 
tries do not have. 

I remember several years ago in our quest for relief I appeared along 
with a number of others, as a committee, before Mr. Hoffman, the 
European Recovery Administrator. At that time in our industry the 
imports had risen from a little over 5 percent shortly after World War 
I to almost 40 percent in 1950. Mr. Hoffman said: 


I come from the automobile industry and I have no objection to the other coun- 
tries sending in automobiles. 


IT asked him: 


How many automobiles have they been sending in? 
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And he said: 

Oh, a little less than 1 percent. 

And I said: 

We will take 10 percent and that would be a sacrifice for us. 


But those industries are different. Even now the automobile indus- 
try is tog I think, less than 100,000 cars from abroad, as against 6 
million made in this country. Now they are in favor of freer trade. 

We are not in that position. We cannot compete successfully with 
foreign manufacturers who have all of the advantages that we have 
and use virtually the same machinery that we use here. In fact, some 
o _ machinery that we use was originally invented and adopted in 

taly. 

Now, some time ago in the discussion I think on the floor of the 
House the chairman of the House Ways and Means Committee made 
the point that if we in the fur felt hat industry, for example, were 
suffering, it was because of hatlessness and not because of the tariff 
situation. There is no doubt that we have suffered on account of hat- 
lessness, but if after suffering on account of hatlessness you bring in 
40 percent of the product that we make here from the outside you are 
giving us an additional kick. 

I feel there was a time when small industry faced by that kind of a 
problem would have possibly gotten some protection from the Govern- 
ment. In our case we are told that because we are presently suffering 
and because we have already lost a good deal due to hatlessness that in 
addition to that suffering we must take 40 por or 35 percent, which 
was the amount coming in then, as a further damage to our industry 
and to the jobs of our people. 

I want to now cite specifically the two things that affect us ve 
vitally, which I believe have some bearing on the methods by whic 
the reciprocal trade program ought to be carried on if it is to be 
carried on at all. 

In 1947 when it was proposed that there should be reductions, duty 
reductions on fur felt hat bodies, we protested. I appeared before a 
committee and pointed out to the committee the situation in which our 
industry found itself: That it was a contracting industry and that it 
was getting smaller and that it was not in the position to take on an 
foreign imports. We were ignored, or perhaps it was felt that this 
was the usual argument of an industry that wants protection. 

We went shea an Geneva, or our representatives went ahead at 
Geneva and granted certain concessions. It was then that the imports 
rose from 5 percent in 1948 to almost 40 percent in 1950. They came 
from several places. Half of them came from Czechoslovakia and the 
other half came from Italy. 

I do not have to tell this committee what the differences are in the 
wage rates in Czechoslovakia or in Italy as compared to ours. We give 
$2.50 or $2 an hour in our industry and over in Italy they were getting 
at that time 24 cents an hour. In Czechoslovakia the wages were lower 
than any other Iron Curtain country, and the purchasing power of 
the money was equal to about 14 percent of what ours was. We had 
no way of overcoming that advantage. We have neither greater 
efficiency nor better machinery to help us. 

There was another problem. They had, and in some countries they 
still have, industries that are being subsidized. In the case of Czecho- 
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slovakia it was a nationalized industry. They did not have to show a 
profit. Whenever we reduced the prices or our manufacturers here 
reduced the price on fur felt hat bodies they would not only meet it 
but would go below that. So we got to a point where the manufac- 
turers were not making a profit. The workers, through the union, 
could not expect to get wage increases, so conditions went from bad to 
worse. 

We finally asked for relief from the Tariff Commission. They con- 
firmed the opinions expressed before the concessions were granted. 
The Tariff Commission found that due to unforeseen developments we 
were being ruined. Actually they were not unforseen. We saw them 
and predicted them and stated they existed. They gave us some relief 
in certain price brackets, in old hat bodies that sold from $9 to $24 per 
dozen. 

Several things happened immediately thereafter. One of the things 
was that in the short time that intervened between the time that the 
President signed the proclamation and its effective date they dumped 
many thousands of bodies in this country so as to get in before the 
deadline. 

Secondly, since our relief was on bodies from $9 up to $24 they 
immediately priced theirs at $8.95, so they got around that. 

Finally the importers went into the courts and they had the Presi- 
dent’s proclamation set aside on the ground that it contained some 
words which made it ineffective. Instead of the proclamation stating 
that this was to apply to bodies made of fur they said it applied to 
bodies made of fur felt. They drew a distinction between fur and fur 
felt, so that was nullified and very little happened to give us the pro- 
tection we thought we were getting. 

Nevertheless the fact that we did get by and were one of the few 
industries that did get the kind of relief we wanted under the escape 
clause we were still better off than the 74 other industries, which ap- 
plied, only 15 of which got favorable recommendations from the 
Tariff Commission and only 7 of these 15 recommendations of the 
Tariff Commission being approved by the President. 

Now, one of the difficulties ought to be recognized and measures 
taken to overcome it is that as matters stand now an industry must 
be half dead before it has a chance for redress. We got some relief, 
but by that time we were pretty much knocked out. We have never 
really fully recovered from the impact of that blow. Something must 
be done to see that there is a proper precaution taken so that the dam- 
age should not be done. 

The question has been raised as to what we might do to contribute to 
world trade through these concessions. It so happens that in our 
industries most of the materials we use in making our products are 
imported. Fur comes in from the other countries, mainly Australia. 
Straw for hats comes from other countries, necessarily so. And the 
same is true of wool. Some of the things we produce—75 or 80 
percent of the materials—come from other countries, so I believe we 
make our contribution to world trade, but we do want to reserve the 
right to make as many of the finished products as we possibly can. 

Australia, Japan, Italy, and France are among the major suppliers 
of our industry. Very often the result of a concession will be the 
increase in their shipments, or in imports, and it merely transfers the 
benefit of one group of foreign producers to another group of foreign 
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producers. If a finished product comes in we do not use the mate- 
rials. 

T want to say a few words about the problem that we are faced 
with now, and this relates to the cap trade. We are having a great 
deal of difficulty with caps coming in from Japan. 

I have here some samples of caps, if the committee wants to see 
them. These caps were made in the United States and Japan. They 
were made in fact in the United States of materials that came in from 
Japan, and are sold by Japan in the United States now for $1.35 a 
dozen, whereas our costs for labor and materials are $5.41 a dozen, 
which does not include overhead or profits. 

These caps began coming in in 1950, but they reached a greater 
volume in 1953, when 400,000 dozen came in. In 1954 800,000 dozen 
came in and in the first 9 months of 1955 1.2 million dozen came in. 

This whole branch of our industry is virtually destroyed. It has 
gotten so bad that out in the West the filling stations are giving away 
these caps free of charge for every 5 gallons of gasoline they sell, and 
we are supposed to compete under those conditions. It has affected 
not only the manufacturers but also the other branches of the indus- 
try because these caps, due to their cheapness, are replacing caps made 
of other materials. 

We have found out now—only yesterday—that samples are being 
distributed here of Japanese cloth caps, corduroy caps, mackinaw 
caps, that they will be able to make and sell at $4.30 a dozen, when 
the cheapest that we could produce them here for would be $12 per 
dozen. tf they are successful, as I have no doubt they will be success- 
ful, in flooding our market with this product, then the few of our 
workers who have been shoved out of the other branch of the industry 
and who have gotten some work in this branch will also be forced out. 

I would like te say much more. The Government facilitated this 
process. They gave the Japanese Government the concessions, reduc- 
ing the duty, although I do not believe they should have or that if 
they had left the duty at the same rate it would matter very much, 
because I do not know of any duty that could make up so great a 
difference between $1.35, which is the amount they sell their caps for 
here, and the $6.50 we must get to make a profit. 

I believe, first of all, that there ought to be a great deal of selectivity 
in determining what industries can absorb imports. Certainly our 
industry was not in a position. I say that not because I represent our 
industry, but any unbiased impartial objective study would show an 
industry contracted as ours was should not have been made the victim 
of these imports. 

I believe also that something ought to be done to compel other 
countries to respect our position and raise their minimum wages. One 
of the purposes of the reciprocal trade program was to better the 
conditions of workers in other countries. I do not think the workers 
in Japan, who get 16 cents an hour or 17 cents an hour, including the 
fringe benefits, are benefiting very much from these imports. Maybe 
the people who manufacture them are, but it is not trickling down to 
the people who would be able to buy more of our products, and help 
along the production under any satisfactory reciprocal trade program. 

I believe that the investigations ought to be made prior to the time 


when the concessions are granted, and not that we should depend on 
relief later on. 
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I would suggest also that we make it conditional on their abolishing 
some of the restrictions which they have introduced. 

It was said the other day by one who appeared before this com- 
mittee, representing J apeniee manufacturers, that after all sending 
in $400 million worth of goods here, in an economy where we have a 
total of $400 billion national production, cannot be too serious, but 
the fact of the matter is that it is not equally distributed. It affects 


some industries more than others. Some industries are not affected 
at all. 


It does not do us any good to know that it is only a trifle compared 
to the total national product, any more than it would do - to tell a 
man who is drowning in a 10-foot river that the average for all of the 


rivers in the country is about 5 feet. We are being affected directly 
and immediately. 


Now, I hope that I have touched on the more important points. I 
have taken a little more time than I thought would be necessary, and 
I want to thank this committee for the opportunity it has given me, 
and for your attention. 


Mr. Harrison. Thank you, Mr. Lewis, for your very concise and 
clear statement. Would you like to put your prepared statement in 
the record at this time ¢ 

Mr. Lewis. I would, Mr. Chairman, if it is permissible. 

Mr. Harrison. Without objection, that will be done. 

(The statement of Mr. Marx Lewis is as follows:) 


STATEMENT BY Marx Lewis, GENERAL SECRETARY-TREASURER OF UNITED HATTERS, 
Cap, AND MILLINERY WORKERS INTERNATIONAL UNION 


My name is Marx Lewis. I am the general secretary-treasurer of the United 
Hatters, Cap, and Millinery Workers International Union, an affiliate of the 
AFL-CIO. Our organization, whose principal office is at 245 Fifth Avenue, New 
York City, represents approximately 40,000 workers employed in the men’s hat, 
cap, and millinery industries. These 40,000 workers constitute approximately 80 
percent of all of the workers employed in the 3 headwear industries. What I 
shall have to say will relate mainly to the effect which importations have had on 
2 of our 3 headwear industries, men’s hats and caps. Millinery, our third head- 
wear industry, has not been affected by our foreign-trade policies to any appre- 
ciable extent. I hope that what I shall have to say concerning the impact impor- 
tations have had on our 2 industries will be of some help in illustrating the 
problems which our foreign-trade policies and procedures have created for indus- 

- tries such as ours, and also help the subcommittee reach conclusions as to what 
changes are needed in these policies and procedures for the good of our country. 

I should like to say at the very outset that as a labor organization we are neither 
indifferent nor opposed to a liberal foreign-trade policy. On the contrary, the 
labor movement has long and consistently favored a maximum of foreign trade 
as a means of helping nations less fortunate than we are economically to send us 
more goods, thus providing their people with greater employment opportunities 
and higher living standards. We did so for humanitarian reasons and also 
because we knew that as the living standards of impoverished peoples were raised 
they would be less likely to be deluded and subjugated by the Communist attempt 
to dominate the world. 

The American Federation of Labor supported a reciprocal trade program in the 
hope that it would contribute to the advancement of these objectives and the 
realization of these hopes. While I do not profess to speak for organized labor 
as a whole, and there may be among the many organizations identified with the 
present AFL-CIO differences of opinion as to this, our organization and many 
other labor organizations, particularly those whose members are employed, as 
ours are, in small industries, are convinced that the reciprocal trade program, as 
it has been administered, has failed of its purposes. Certainly the AFL-CIO did 
not believe that to achieve a maximum amount of foreign trade we had to under- 
mine our own wage structures or throw our own people out of employment. 
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The theory was that under a reciprocal trade agreements process we would give 
up some of our markets to permit more foreign goods to enter our country, and 
foreign countries would give up some of their markets to permit more of our 
goods to enter. 

This theory did not work out altogether in actual practice. The facts tell a 
different story. They show that in 1947, when the GATT program began, total 
American exports amounted to a little more than $15 billion. In 1955—after 8 
years of GATT operation—they amounted to virtually the same figure. 

But imports rose very sharply. In 1947 they amounted to $5,670,000. In 1955 
they amounted to $11,334,000—just about double. 

In practice the reciprocal trade program turned out to be a one-way street—it 
was almost inevitable that it should—for at least two reasons : 

One, as Europe recovered from World War IIl—a recovery which our policies 
were designed, and very properly so, to hasten—other nations replaced us in 
some of the markets we had acquired. Our exports could not be expected to rise 
consistently, except under greatly improved living standards throughout the 
world ; yet nothing was done to raise those living standards. 

Secondly, and more importantly, our country carried out its policy of reducing 
tariff barriers, while the nations for whose benefit and on whose behalf we under- 
took the program, failed, or refused, to do so. 

Since 1934, when the present reciprocal trade treaty program was introduced, 
we reduced our tariff structure drastically. Our tariffs have been reduced by 
71 percent below the level prevailing in 1931-34, to the point where the total 
duties amount only to about 5 percent of imports. Almost 60 percent of our 
total imports are free of duty altogether. 

We have, therefore, traveled a long distance in the direction of free trade. 
Our country has progressed to the point where it now has lower trade barriers 
than any other major trading nation in the world, except Japan. The numerous 
barriers imposed by other trading nations are virtually unknown in the United 
States. Quota limitations are employed in this country only in the case of agri- 
cultural products under price support. 

The European economies have undoubtedly improved during this period. But 
it is extremely doubtful that this improvement has come about because of our 
efforts and policies. Germany, for example, which profited least from the kind 
of aid we gave other nations, progressed most. 

But what have the other nations done to make this reciprocal trade treaty 
program one of fact as well as one in name? 

The other nations have failed to follow our lead. European trade barriers are 
as bad or worse than ever. Stringent exchange controls are the norm, and 
dual currencies are employed widely. Strict licensing and quota limitations are 
set to protect domestic industries. State trading, subsidies, nationalized in- 
dustries are not uncommon. Cartels everywhere are rampant. I will not take 
the time of the committee to recite them, or to describe the restrictive effects 
they have on trade. 

Italy, to cite an example from our own industry, gives its hat manufacturers 
the advantages of a subsidy which is designed to enable them to enjoy a competi- 
tive advantage over our manufacturers. In France, there is an arrangement 
by which the manufacturers can sell for 65 cents here what they charge a dollar 
for there. The Government makes up the difference to the hat manufacturers. 
Our State Department, I am reliably informed, is aware of this arrangement, 
since it has been called to its attention ; but it prefers to ignore it. I don’t want 
as enter into a discussion of similar arrangements affecting industries other 

an ours. 

Another fact to be remembered, when we appraise the results of our reciprocal 
trade agreement program, is that while the concessions we give to other nations 
are real—very real and substantial—the concessions they giveus are very often 
of little or no value. 

I am informed, for example, that in our recent negotiations with Japan we 
granted Japan a total of 238 concessions, and of that number 212 were actual 
tariff reductions. In return for that, Japan granted us a total of 288 so-called 
concessions, but only 95 of them were actual reductions. The remaining 193 
existed only in the imagination of the negotiators. 

And of those that were real tariff reductions on the part of Japan, there were 
many that were phony, because they are on items which Japan herself does 
not produce and on which she offers no competition. For example, Japan has 
agreed to cut from 15 to 10 percent the duty on “4-motored airplanes, but Japan 
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makes no 4-motored airplanes. The figures show that in 1953, the year on which 
these concessions were based, the 4motor airplane business in Japan amounted 
to $3 million. That means it made 1 4motored plane. Yet this reduction 
from 15 to 10 percent is supposed to be a concession, in return for which we 
must give some real concession. 

It is in relation to these facts and many more of a like nature that could be 
cited, that we must determine the validity of the theory upon which our 
reciprocal trade program is based. Yet, notwithstanding these facts, the pro- 
ponents of the theory that the world, including ourselves, will be saved if only 
the reciprocal trade agreements program is held sacrosanct, continue to defend 
vigorously and vehemently a theory which time and circumstance have proved 
untenable. : 

It should be pointed out that among these defenders there is a strange alliance. 
Tariffs, like politics, make strange bedfellows : 

On the one hand, we have the liberals who are sure that if we will only 
distribute our wealth among the impoverished peoples of the world all the prob- 
lems the world now faces will automatically disappear. In other words, there is 
no problem that money—our money—won’t solve. 

And if, in the process, hundreds of thousands of American workers—so far as 
they are concerned, the number could just as well be millions—are thrown out 
of work, that is no affair of theirs; that is the sacrifice we must make. 

That is not to say that they have no solution to offer. The coined—perhaps 
it would be more correct to say that they adopted, since it first appeared in 
England—the slogan: “Prade—Not Aid.” They would take the Europeans off 
the aid lists, and give them, instead, the benefits of trade. Since they recognized 
that this would cause dislocation here, and people would be thrown out of work 
here, they proposed that our workers be given aid. In other words, we, instead 
of the Europeans, would be put on relief. 

Then, paradoxically enough, these liberals have as their closest and stanchest 
allies in support of free trade the owners of our Nation’s largest, richest, and 
most powerful industries. 

For many years, these industries, and their owners, thrived on the high- 
protectionist policies which our Government pursued and adopted in those years. 
These were then supposed to be infant industries which needed nursing and care. 
They enjoyed this nursing in a very generous measure into and beyond maturity. 
They became so powerful that they no longer had to depend on protection. They 
acquired the production techniques which give them the best protection of all. 
They are mass-production industries, ready to take on any challenger. 

The automobile industry is, I think, a good illustration of what T mean. 

Several years ago, while we were in Washington trying to get relief from con- 
ditions which were destroying a large segment of our men’s hat industry and 
driving many of our workers out of the industry, the chief of our European Re- 
covery Administration, who had come from an American automobile industry, 
told a committee, of which I was a member, that so far as he was concerned, 
the Europeans could send all the automobiles they wanted into the United 
States. He would have no objection. 

Of course, he wouldn’t. At one time the percentage of imported cars to 
domestic production was one-half of 1 percent. In our case, the percentage of 
hat bodies in relation to domestic production was running 40 percent. Today, 
out of 6 million cars sold in this country, less than 100,000 are imported. That 
is still less than 1 percent. And it is not so small because of a high tariff on 
imported automobiles. They could remove the duty altogether and I doubt 
whether it would give foreign automobile manufacturers a better opportunity to 
increase their sales here or to compete with American automobile manufacturers. 
The automobile iridustry is well protected by virtue of its size, location with 
reference to raw materials, mass-production techniques, etc. These are sufficient 
to overcome any advantages foreign automobile makers may have because of 
low wages. 

Our mass-production industries clamor as vigorously—and as successfully— 
for free trade today as they once clamored for protection. For this they are 
hailed by the press as heroes, proponents of the American way of life, defenders 
of the free world. 

We who are in the small industries do not have the advantages enjoyed by the 
mass-production industries. We cannot have the kind of production techniques 
which only large-scale industries can use. Nevertheless, we must try to preserve 
the jobs of people who are too young to die and not old enough to retire. Because 
we are engaged in that effort, we are frequently characterized as isolationists, 
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high protectionists, selfish interests more concerned about our industries than 
about the salvation of mankind. 

Let us see how our position compares with the position of the highly mech- 

anized and mass-production industries. 
* Our industries are small. In its heyday the men’s hat industry did not 
employ more than 20,000 people. The cap industry, the other of our 2 headwear 
industries affected adversely by imports, employed in its heyday about 9,000 
people. 

Not only are they small industries, but they are contracting, rather than 
expanding, industries. The mens’ hat industry now employs about 15,000 
workers. The cap industry, which had declined to 5,000 workers, has in the 
last few years climbed back to 7,500 workers, but even with that increase it is 
substantially below the point it had achieved almost 30 years ago. The full 
extent of the decline may be best realized when we compare the state of our 
industries, past and present, with our population, past and present. We have 
declined not only relatively, but also absolutely. 

One reason for it—I should say the chief reason—is hatlessness. I know that 
not long ago the Honorable Jere Cooper, the chairman of the House Ways and 
Means Committee, claimed that we were attributing our trouble to the tariff 
when it is actually the result of hatlessness. 

He said during a debate in the House: “The studies show that where a product 
is in bad shape, it is not so much the tariff rate that is causing it but normal 
changes in tastes and customs. The felt-hat industry has complained. Well, it 
is not the tariff that has hurt them. A lot of people have stopped wearing hats.” 

We admit that a lot of people have stopped wearing hats. We deny that the 
tariff rate did not hurt us. 

Assuming that the plight in which we find ourselves is due primarily to hat- 
lessness, is it the position of the Government that what business is still left from 
those who continue to wear hats should go to foreign manufacturers? Because 
our industry, and our workers, have suffered from the effects of hatlessness, is 
that any reason why 40 percent of all hat bodies should be brought in from 
abroad, to deprive our workers of that much more employment? There was a 
time when it was different, when even a small industry could get a sympathetic 
hearing instead of being told that because it is already badly hit, it is to get 
another kick. 

I would like to cite our experience with the reciprocal trade program: In 1947, 
when we were informed that a reduction in import duties on hats and hat bodies 
was being considered in the forthcoming trade treaty negotiations, we submitted 
a statement to the Committee on Reciprocity Information in which we pointed 
out how our industry had declined and stated, on the basis of the facts sub- 
mitteed, that any further decline in business volume which would be brought 
about by a reduction in import duties “would leave a large proportion of dis- 
placed hat workers stranded.” We stressed that they would find it difficult, 
beeause of their age, and also because of the location of our industries, to find 
jobs in other industries. 

Our views on the subject were ignored. Notwithstanding the information we 
had furnished and the data we had submitted, substantial tariff concessions on 
women’s fur-felt hats and hat bodies were granted by the United States in the 
General Agreement on Tariffs and Trade at Geneva in 1948. As a result of 
these concessions—and not because there had suddenly been a precipitous decline 
in the number of hat bodies used in the United States—imports began to rise. 

Whereas these imports throughout the 1930’s and in the immediate postwar 
years were equivalent to less than 5 percent of production, they were equivalent 
to 7.2 percent of production in 1948, the first year following the reduction in duty; 
21.4 percent in 1949; and 30.5 percent in the first 6 months of 1950. They rose 
further, substantially, in the second half of 1950. 

In January 1950 our organization in conjunction with the Hat Institute, Inc., 
the trade association in our industry, applied to the United States Tariff Com- 
mission for an investigation to determine whether products were being imported 
in such increased quantities as to cause or threaten serious injury to our domes- 
tie producers. We cited in that application the facts as we knew them and could 
readily verify them. Our factories had closed down; those that were operating 
were operating part time; the earnings of our people had declined, and hopes 
of getting wage adjustments, such as our people were entitled to if they were 
to meet increased living costs and maintain their standard of living, were out of 
the question. 


&3979— 56—pt. 1——34 





524 CUSTOMS AND TARIFF LAWS AND TRADE AGREEMENTS 


An interesting development, which we brought to the Commission’s attention, 
although there was general knowledge of the fact prior to that time, was that 
fully 50 percent of the tremendous quantities of fur-felt hat bodies which came 
into the United States as a result of the reduction in tariff, came from Czecho- 
slovakia, which had already fallen into the hands of the Communists. The other 
half of these imports came from Italy. 

Both the Czechoslovakian and Italian men’s hat industries had certain advan- 
tages as against our domestic producers of hat bodies. Wages, of course, was 
one of them. While the workers in our industry were averaging close to $2 per 
hour, the International Labor Office reported that in Italy the average hourly 
wage for workers in the textile trades, which included ours, was 24 cents an 
hour. 

The Czechoslovakian hat industry competed at that time with our own hat 
industry under conditions even more unfavorable to us than the Italian industry. 
Here we were dealing with an Iron Curtain country in which labor had: ceased 
to be free, and where real wages had shrunk to an incredibly low level. In 1948, 
when imports from that country began to mount, Czechoslovakian workers’ earn- 
ings had a purchasing power of only 14 percent of that of industrial workers in 
the United States. It was lower than in 18 countries, Soviet Russia included, 
which were surveyed at that time. 

It has been frequently contended that in spite of the higher wages paid in 
our country than in others, our labor costs are not necessarily higher because 
the American manufacturers have an advantage in terms of the type of ma- 
chinery used—an advantage that is sufficient to overcome the advantage of low 
wages enjoyed by foreign manufacturers. That is not true in our case. The 
machines used by all producers, both domestic and foreign, are virtually identical. 
In fact, our domestic men’s hat industry uses machines that were first intro- 
duced in Italy and many are imported from Italy. We continue to suffer from 
a wage differential of 7 to 1 with Italy, 6 to 1 with France, and an equally bad 
differential with respect to Czechoslovakia. 

To make bad matters worse, our domestic men’s hat industry was competing 
not only against low-wage industries abroad but, in the case of Czechoslovakia, 
with a government which had taken over the industries and enslaved the workers. 
The Czechoslovakian men’s hat industry became a Government monopoly, and 
the Government is free to manipulate prices according to its heart’s desire. 
Being subsidized by the Government, the Czechoslovakian hat industry does not 
have to compute costs at all. Our domestic manufacturers, already hard hit 
by adverse economic factors, had to compete with the Czechoslovakian Govern- 
ment and all the money it poured into the industry there. Every time the Amer- 
ican producers reduced prices in an effort to keep their plants going, sacrificing 
their profits in the process, they would be undercut again by the Czechoslovakian 
hat monopoly. 

The Tariff Commission acted promptly on our application and made an ex- 
haustive investigation. It found that the fear we expressed in 1947 as to what 
would happen if the tariff on fur-felt hat bodies were reduced, had been fully 
confirmed. It reported to the President that “as a result of unforeseen develop- 
ments” this product was being imported in the United States in such relatively 
increased quantities and under such conditions as to cause serious injury to 
the domestic industry producing like or directly competitive products, and it rec- 
ommended the withdrawal of the concessions on hat bodies in certain price 
brackets. 

It might be said that we fared better than 74 other American industries which 
prior to that time and since have filed similar applications under the so-called 
safeguarding escape clause. But even in the 15 cases in which the Commission 
finally recommended favorable action to the President, such action was approved 
by the President only in 7 cases. We were 1 of the 7. It turned out later that 
because of a technicality created by the insertion of a phrase in the President’s 
Proclamation that should not have been there, the relief we received was short 
lived. The courts held that the proclamation was invalid and we were given 
an opportunity to start de novo. The technicality by which the importers suc- 
ceeded in invalidating the proclamation is of course another matter which is 
not germane to this discussion. 

It might seem that since we successfully invoked the escape clause, we ought 
not to be critical of the procedure that is presently provided for industries that 
are affected adversely by our reciprocal trade program. Nevertheless, we find 
that the procedure is in fact unsatisfactory. But this is only superficially the 
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ease. While a threat of serious injury entitles an industry to relief under the 
escape clause, considerable injury must have occurred before even serious con- 
sideration can be given to the request for relief. As a practical matter, an 
industry must be half dead before it has a chance to secure redress, and then 
it is too late. That is what happened to us. Our hat body branch of the 
men’s hat industry never recovered from the blow administered by tariff reduc- 
tions which, if any consideration at all had been given to the facts in our case, 
would not have been granted in the first place. 

Had adequate consideration ben given to our case, another factor would have 
been taken into account that might have prevented the reduction from being made 
in the first instance. We pointed out in our various efforts to secure relief 
that while our industry would suffer from a reduction in the duties on fur 
felt hat bodies, there would be no corresponding benefit to world trade. If 
the objective is to encourage and foster foreign trade, our industries have helped 
achieve that without reciprocal trade treaties. 

The chief materials used in these industries, furs and all kinds of straw braids, 
including many types of untrimmed straw bodies, come entirely from abroad. 
Shellac, leathers, and ribbons used in great quantities in the production of hats, 
are all imported by our factories. For that reason we are especially anxious to 
emphasize that we are in full agreement with the proposal to reduce the tariff 
on 1504 (a) (braids, plaits, laces, etc.). When our millinery and men’s hat 
industries are.working at full production, the volume of business done on the 
items provided by paragraph 1504 (a) adds substantially to the dollar sales of 
many friendly European and Asian countries. 

As a matter of fact, there are very few industries in this country which can 
point to as large a proportion of the value of their products resulting from the 
purchase of raw materials from foreign countries as can our industry. Wool 
and wool noiles are imported in great quantities from Australia. Japan, the 
Philippine Islands, many islands in the Pacific, Italy, and France are among the 
major suppliers of the straws, ramies, chips and braids, plaits and laces used 
for the production of straw hats and caps. 

In essence and in the face of the declining market, lowering the tariff on any 
product or portion of a finished product presently manufactured in the United 
States would, without doubt, cause a serious decrease in the imports of the raw 
materials that go to make up that product. In effect, all that would result would 
be a further curtailment in the employment of American workers without any 
substantial compensatory gain to foreign economies. Some foreign producers 
would benefit at the expense of other foreign producers. This would not further 
world trade. 

There are several conclusions to be drawn from the experiences I have just 
recited. They would deal mainly with what might be done to prevent by more 
appropriate procedures the kind of damage we have sustained. Here an ounce of 
prevention may be worth more than a pound of cure. 

But before setting forth these conclusions we should like to deal with another 
problem with which we are now confronted and which, we do not think, can be 
solved by the methods which would be appropriate for the men’s hat industry. I 
refer to what we are currently experiencing in our cap industry. The facts are 
these : 

Prior to World War II the cap industry suffered from a severe depression, due 
in part to the general problem of hatlessness, which affected that headwear 
industry as it did the others, and in part to disfavor of the cap as an article of 
headwear. During World War II military orders helped maintain the industry, 
and following the war the cap manufacturers, in cooperation with our organiza- 
tion, succeeded in designing new types of caps which caught the popular fancy. 
They were not sufficient to make the industry prosperous, but they did prevent 
it from sinking to the low plane of the prewar days. The tendency toward casual 
wear, and the relocation of people in the suburbs, helped revive the industry, at 
least up until recently. 

For a few years prior to 1950 the domestic industry made a cap out of a toyo 
cloth, which was imported from Japan. It resembles straw, but is actually made 
in chief of processed paper. Caps of toyo cloth were unknown when the present 
Tariff Act was enacted in 1930. In fact, while provision was made in that act 
for caps, as well as hats, of all other materials, the section of the act dealing 
with straw hats covered also hats made of toyo cloth, but no reference was made 
to caps of either straw or toyo cloth. They were, as I say, unknown at the 
time. When these toyo cloth caps began to be manufactured here they caught 
the popular fancy and the industry made them in substantial quantities. Japan 
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benefited from the progress made by the domestic industry because the material” 
was imported from Japan. 

In the spring of 1950, these caps, finished, began to enter the United States from 
Japan. The material is, as I have stated, identical with that used in our finished 
product. The workmanship, quality, and trim are also identical. They were 
copied from the domestic product, which our manufacturers were the first to 
introduce. 

There is just one difference between the Japanese toyo cloth caps and those 
made by the domestic manufacturers. That difference is the price. 

It was a very substantial difference even in 1950, when these Japanese caps: 
first made their appearance in the United States. They were sold to the retail 
trade for $2.85 per dozen. At that time, it cost a New York cap manufacturer 
$5.41 per dozen to produce the identical cap. Of that amount $1.87 went for the. 
materials, and $3.54 for direct and indirect labor costs. This figure of $5.41 did 
not include overhead, or profits. The very least they could be sold for to the 
retailer was $6.50 per dozen. Selling caps of domestic make to retailers for 214 
times the price that identical caps, of Japanese origin, could be purchased was 
more of a feat than the domestic cap manufacturers were capable of. Domestic 
manufacturers, and our members, began to feel the impact. 

The gap in price, wide enough in 1950, began to grow wider. The price at 
which the Japanese caps are now being offered to the American retail trade is 
$1.35 per dozen. On the west coast, they are sold in drugstores for-21 cents each. 
In some parts of the country, particularly in the West, they are being given away 
free at filling stations with every 5 gallons of gasoline sold. 

While the price of the Japanese cap continued to drop, the price of caps made 
in the United States—all caps—had to go up. In nonunion shops, where the 
wage structure is not affected by collective bargaining agreements, labor costs 
had to go up when the national wage minimum rose from 75 cents per hour to 
$1 per hour. In union shops, which comprise the bulk of the industry, the wage 
rates were increased as contracts were renewed and our union tried to maintain 
and improve living standards for its members. 

We were not mystified by the low price for which Japan sold these caps when 
they first came in. We knew it was due exclusively to cheap labor. Capmakers 
in the New York market average about $2.50 an hour. This does not include an 
additional 12 percent paid by the’ cap manufacturers for various types of social 
welfare and retirement benefits. In Japan, according to a study of the Japanese 
wage structure made in 1953, published in 1954 by the Bureau of Labor Statistics 
of the United States Department of Labor, workers in the apparel and related 
finished products industry received 11.6 cents an hour. In Japan there are also 
various tvpes of fringe benefits, but if these are included the total wage cost would 
not erceed 16.7 cents per hour, a far erv from the $2.80 an hour cost, inclusive of 
fringe benefits, prevailing in our New York market. 

But while were were not surprised by the original difference in price, we were 
very much mystified by the consistent decline in the price of the Japanese cap 
between 1950 and 1956. If the standard argument of the free trade proponents 
that our reciprocal trade policies would improve the living standards of the less 
fortunate people of the world were true, then the wages of Japanese workers 
and, correspondingly, the prices of the Japanese caps coming into this country, 
should have risen. Instead, the prices went down. To compete with them we 
would have to bring the living standards of our capmakers down to the levels 
of the Japanese workers. That we could not, and would not, do. 

One of the results of the Japanese invasion of the domestic market has been 
that the imports of these caps have mounted by leaps and bounds. The best 
information we have is that 400,000 dozens of these toyo cloth caps entered 
the United States in 1953, 800,000 dozens in 1954, and 1,200,000 dozens up to 
the autumn of 1955. It is safe to say on the basis of these figures that these 
caps are now entering the United States at the rate of 1,500,000 dozens annually. 
In an industry whose total annual production of caps is in’ the neighborhood of 
4 million dozens annually, it can readily be imagined how catastrophic this has 
been for the domestic cap industry. 

The damage extends beyond the toyo cloth cap itself, which was once a 
profitable source of income to the workers who depended on this cap for a liveli- 
hood. This cap belongs to a branch of the industry which specializes in the 
manufacture of sports caps, such as baseball caps, ski caps; etc., more generally 
known as summer caps. Beeause of the low price at which the Japanese tovo 
cloth caps are sold, they are replacing the caps made of other materials. The 
cheapening of the product is also nullifying efforts that the industry is making 
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to secure popular support for the cap as an item of headwear and to restore it to 
the position and wide appeal it once enjoyed. 

But the worst is yet to come. 

While the work on the summer caps, including the toyo cloth, has been shrink- 
ing in volume, manufacturers who have operated in the branch of the industry 
making the higher priced headwear, generally known as the fall and winter 
caps, have been fortunate in making popular a cap which is known as the Ivy 
League. It comes closer than any other cap to the former dress cap, once the 
pride and principal source of revenue for the cap industry. Some of the 
workers who lost employment in the summer types of caps have found jobs in this 
branch of the industry. 

Recently samples of these caps, made from cotton fabrics, cloth, corduroy, and 
imackinaw, have been brought in from Japan and are now being distributed to 
the trade. Some of them are being offered for $3.90 per dczen, f. o. b. Jipan. 
The duty on them will amount to about 20 cents a dozen and the freight charges 
will amount to about 20 cents a dozen. They can be sold to jobbers for $5 or $5.25 
a dozen. The very least at which the cheapest Ivy League caps produced by 
domestic manufacturers can be sold to jobbers is $12 per dozen. 

If, as we have every reason to fear, these caps begin to flood our market, as 
the toyo cloth caps did, then the cap industry will return to the days of its worst 
dépression. It will end any hopes that the industry and the workers have 
entertained of a resurgence of the cap industry in this country. Neither the 
manufacturers nor the workers will be able to remain in the industry. 

What troubles us is that our Government is not only contributing to this 
result by the reciprocal trade policies which it has adopted but also by other 
and less understandable or justifiable means. By that I means this: 

Caps of toyo cloth made in Japan came into the United States after April 30, 
1950, and before August 1, 1951, under paragraph 1504 (b), which covers “hats, 
bodies, and hoods” made of chip, palm leaf, straw, etc., as well as paper. The 
‘duty under that paragraph, according to information we have, would have been 
-$1.50 per dozen and 25 percent ad valorem. However, caps are not specifically 
mentioned in that paragraph due to a reason I have already mentioned: When 
the Tariff Act of 1930 was written there were no such caps made of paper, and 
so they were not specifically mentioned. Because of this omission, there was 
an administrative ruling made subsequently that the toyo cloth caps were dutiable 
under paragraph 1413, which covers paper products, not otherwise classified or 
‘enumerated. The rate of duty under paragraph 1413 was, at the time of the 
ruling, 35 percent ad valorem. As a result of trade-agreement negotiations, 
which became effective April 30, 1950, this was cut to one-half, 17% percent ad 
valorem, which is the duty now in effect. 

It was not clear to us why it was inappropriate to classify these caps, along 
with hats, under paragraph 1504 (b), since there was sufficient evidence, offered 
by those in our men’s hat industry who had participated in the meetings held to 
draft the tariff provisions applicable to our headwear industries, that the omission 
of caps was not deliberate but was due solely to the fact that paper caps were 
a product which was not in existence at the time the Tariff Act of 1930 was framed. 
I am quite certain that all other countries would have given one of their own 
domestic industries the benefit of that kind of a doubt. Here, however, it seemed 
to be the policy to resolve all doubt in favor of our foreign competitors. 

We were, as a result, put into a category that covers such products as: ribbons, 
flycatchers, container boards, wall pockets, carboard, etc. By some inexplicable 
reasoning, that appeared more appropriate to the authorities dealing with cus- 
toms than to put paper caps in a category which deals with paper hats. 

We were told that since the Congress had included caps along with hats when 
framing paragraphs of the Tariff Act dealing with cups of other materials, such 
as wool felt and fur felt, its failure to include paper caps with paper hats was 
deliberate, all the evidence to the contrary notwithstanding, and we were advised 
that the only way we could get relief would be by an act of Congress. We knew 
that that was a long and cumbersome process. Besides, we realized that the 
fate of a Small industry, such as ours, was hardly likely to cause serious concern 
to any but those immediately, directly, and adversely affected. Nevertheless, we 
thought we would try. 

At our request, Representative Eugene J. Keogh, of New York, introduced a 
bill, H. R. 4616, proposing that these toyo cloth caps be classified as hats of the 
same material are, under 1504 (b). In accordance with the regular procedure 
the bill was referred for an opinion to several agencies having jurisdiction over 
the subject matter of the bill. One of these agencies was our State Department. 
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The State Department expressed its opposition to the bill on the ground “that 
its enactment would violate the trade agreement commitments to the extent that 
rates were increased.” Such action, it stated, “would impair the concessions 
which the United States granted to other contracting parties of the GATT in 
exchange for concessions of value to the United States.” 

The Tariff Commission, to which the bill was also submitted, took the same 
position, namely, that “to the extent that the current rates are trade agreement 
rates, the enactment of the bill would be inconsistent with existing international 
commitments of the United States.” 

It was our feeling that the position taken by these agencies was designed 
to justify our reciprocal trade policy, but that to do so they had to resort to a 
strained interpretation of the facts. At the time the negotiations with the 
other countries were being conducted, these toyo cloth caps were still coming 
in under other paragraphs of the Tariff Act and took a higher duty. It was 
subsequently that they were put under paragraph 1413, which was the basis for 
the concessions. It would, if that be true, be erroneous to contend that we 
had received concessions from other countries on the strength of concessions 
we made under paragraph 1413, which at that time did not include caps. 

In any event, we have not made any progress with the bill which was introduced 
by Representative Keogh, nor do we feel confident that we will succeed in the 
near or foreseeable future. We are going to carry our case to the Tariff Com- 
mission. If we finally succeed there, we will have to get favorable action from 
the President. On the basis of past experience our chances there are less than 
even. By the time we do get relief, if in fact we do, the cap industry will have 
been sent back to the depths from which, with great effort, it escaped some 
years ago. 

We believe that if justice is to prevail, if American industries—particularly 
small industries such as ours—are to survive, and if American workers in these 
industries are to maintain American living standards, we will have to reevaluate 
our entire foreign-trade program. We need a more basic approach to foreign- 
trade policy and a more sympathetic consideration of the problems which for- 
eign trade poses for small industries. Finally, we must adopt procedures 
designed to facilitate rather than retard, as present procedures, do, the appli- 
cation of measures for the correction of inequities and the elimination of hard- 
ships. These measures must be constructive and effective, rather than merely 
pro forma. 

Concretely, I would suggest that we take cognizance of the fact that the pur- 
pose of our reciprocal trade-agreements program was to create higher standards 
of living for starving and exploited peoples abroad, both to help them and to 
create ever-expanding markets for the products we and other nations can produce 
in abundance. 

That is not the case today. We are proceeding upon the assumption that if 
we can make it possible for large industrialists abroad to dump more and more 
products in the American market their workers will benefit to some extent. It is 
the theory of trickle-down prosperity applied to world affairs as it was once 
applied in our country: if those on top will be enriched, some of the crumbs will 
fall from the tables of the rich to those in the lower categories. That theory 
did not work here, and it does not appear to work abroad. 

We believe that concessions made to foreign countries should be contingent 
on their taking measures to increase the earnings of their workers and thus raise 
the living standards of all of their people. If it is proper for us to enact wage 
laws in an effort to increase the purchasing power of our people, why is it wrong 
for the countries who want to have our markets made available to them to enact 
minimum-wage laws of their own? 

Last month the General Council of Japanese Trade Unions at a convention 
passed a resolution demanding a minimum wage of 8,000 yen (about $22) a 
month. If Japan, or any other country, expects to benefit from the high pur- 
chasing power which our markets make available to them, they ought in return 
to do something to make their own markets better, both for their products and 
ours. We could make our concessions contingent on the adoption of minimum- 
wage legislation appropriate to their economies. Then we could be accomplishing 
something for world trade. 

Secondly, I would introduce the principle of selectivity in determining where 
tariffs should be cut. 

In this connection, I think that it is necessary to correct the impression which 
has been created, and even voiced during the hearings here, that a nation like 
ours, having a $400-billion annual gross income, can readily absorb the tiny trickle 
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of Japanese imports which in the aggregate total only a little more than $400 
million. 

If these imports were evenly distributed among all industries, perhaps it would 
create no hardship for any of them, although even an equal distribution would 
affect weaker industries more than it would wealthier and expanding industries. 
In that case, we would take our share. But if these Japanese imports are in 
competition with certain industries only, and these industries feel the major 
portion of their impact, it igs an entirely different situation. It no more helps 
us to know that in total the imports are not tremendous than it helps a man who 
is drowning in a river 10 feet deep to be told that the average depth of all rivers 
in the United States is only 5 feet. 

Nor should we become terror stricken when we are told that if we adopt 
policies that are designed to protect our markets against conditions which under- 
mine the living standards and destroy the earnings of American workers it might 
curtail foreign trade to the point where some of these nations will have to enter 
the Communist orbit to save themselves. This method of getting us to continue 
along lines which have hurt us without rendering commensurate benefits to people 
whom we sought to help and who are the victims of exploitation from their own 
industrialists has become familiar. It is also used to support foreign aid and 
to get us to match our dollars with Russian rubles. We ought not to yield to 
these threats, however insidiously or mildly they are made. 

In connection with the suggestion as to selectivity, I believe that more ade- 
quate consideration ought to be given to each industry before any concessions 
are made with respect to such industry. As matters stand now, thousands of 
items are taken up wholesale and the slashing takes place with little regard to 
the effect it will have on a particular industry. I feel that it is dangerous to 
give people the power to wipe out an industry by the stroke of a pen, particularly 
if these people are do-gooders to whom other people’s industries and jobs are of 
secondary, if any, importance. 

Is an industry a contracting or an expanding industry? Can it absorb the 
foreign products that are likely to be dumped on the American market if and 
when the concessions become effective? If so, to what extent? These are but 
a few of the many questions that ought to be considered as tests before any 
concessions are granted. 

Also, are the concessions which are being given real or imaginary? If they are 
real, maybe we will derive some benefit from the losses we must inevitably sus- 
tain from the concessions we grant. 

Thirdly, as to procedure, we should recognize that in many cases relief cannot 
be had, certainly not in a measure that would meet the needs, by restoring duties 
or withdrawing concessions. On some of the articles which compete with the 
products made in our industries the duty would be inadequate even if it were 
several times what it is now. We could, perhaps, be helped in the case of our 
men’s hat industry by maintaining existing duties, but in the case of caps we 
would really need a quota to get the protection we require. 

Also, speaking with regard to procedure, the process of getting relief through 
the escape clause ought to be improved in at least some respects. If, as appears 
to be the case, Congress must divest itself of tariff making, as it has in fact done, 
the Constitution of the United States to the contrary notwithstanding, then let 
the action taken by the agencies to which these powers are delegated be sub- 
ject to restraints and regulations that will prevent industries from becoming the 
victims of arbitrary and capricious action. 

Recommendations of the Tariff Commission, made after exhaustive investiga- 
tions, ought to be final and binding, except for possible review by a judicial agency. 
The Tariff Commission is a bipartisan agency and has the facilities to make the 
necessary inquiries. Handicapped though it is by physical and financial limi- 
tations, it has been our experience that it does a good job. 

Many of the other things I might suggest have been advanced, I know, from 
time to time before congressional and other bodies charged with the responsi- 
bility of determining our tariff policies and procedures. I know I have advanced 
some. I do not think it is necessary to enumerate them again here. What I am 
vitally interested in is to protect the jobs of our members. We are not opposed 
to helping other peoples raise their living standards. We believe that if and 
as they do we, too, can benefit in a variety of ways. But we do not feel that 
the burden of all this can be borne, or should be borne, by workers already sorely 


pressed because of industrial conditions which have fallen with particular hard- 
ship upon them. 
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Mr. Harrison. Mr. Martin? 

Mr. E. Martin. Mr. Lewis, I got the impression from your oral 
remarks and from thumbing through the statement which I have not 
had time to read entirely that the court in effect nullified the escape? 
clause proclamation under which your industry had gotten protection. 

Mr. Lewis. The Customs Court did; yes. 

Mr. E. Martin. And that was the end of that. I did not think you 
wanted to leave that impression with the committee. After that court 
decision was there not a peril-point proceeding involving these same 
products 

Mr. Lewis. No. 

Mr. E. Martin. And did the President not recently increase the 
tariff on them ¢ 

Mr. Lewis. No. What really happened was this: The President 
did not, and there has been no court action, but I understand at the 
recent conference and negotiations with Japan, while the concessions 
were granted on a good many products, in the case of 2 products, of 
which ours was 1, the old duties prior to the 1948 meeting were restored 
by agreement, so that we will now, from here on, maybe have the bene- 
fit of that. 

Mr. E. Martin. That is what I was getting at. While the court 
decision had deprived you of the increased protection that you had 
gotten under the escape clause, did you not this year get that protec- 
tion back as a result of the Geneva negotiations. 

Mr. Lewis. I did not intend to leave the impression—— 

Mr. E. Marrrn. I did not think you did. 

Mr. Lewis. That nothing has been done. But I did want to leave 
this impression, which I think is correct : We have been so completely 
knocked out that I do not know what good the rest will do us. It is 
since 1950 that we have been trying to get this relief. We had this 
dumping and the $8.95 bodies sent in, so that actually we suffered 
irreparable injury. What this will do for us now I do not know. - I 
hope it will help. 

Mr. E. Martin. Has there been any evidence as yet that the recent 
increase in the tariff has had a noticeable effect on imports? 

Mr. Lewis. No; it has not. But I do not believe we have given it 
ample time. I do not know whether it becomes immediately effective. 

Mr. E. Marrin. Are not the months of August and September the 
period when the winter stock is brought in? 

Mr. Lewis. Yes; but most of the stock has been bought. These are 
mainly bodies. The bodies are brought in long before the busy months. 
For example, the bodies would be ordered for next spring in our 
industry. 

Mr. E. Martin. The summer and fall months, then, do not ordinarily 
have substantial imports ? 

Mr. Lewis. Well, you might have imports then for the following 
season, but we have not as yet experienced any improvement or any 
gains in the sales volume on our bodies. 

Mr. E. Martin. But you did get your protection back? 

Mr. Lewis. That is right. 

Mr. E. Martin. Thank you, sir. 

Mr. Morrison. Is it your view that it is not only the reductions in 
duty that have affected you adversely but that even if there had been 
no rednetions your industry would have suffered badly ? 
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Mr. Lewis. We would have suffered to a certain extent by hatless- 
ness, but that did not come to the industry suddenly. Over the years 
there was maybe a drop of 1 or 2 percent, but in addition to «all of 
that we suffered through the loss caused by hatlessness, this coming 
in of 35 percent in relation to our own domestic production was really 
the solar plexus blow to us. 

I would like to say this in connection with the relief: Shortly after 
this was granted there was a conference held, I think in Torquay, 
England, at which the Czechoslovakian Government accused us of 
having violated our commitments under the reciprocal-trade program. 
A committee was appointed at that conference to investigate the 
extent to which there was a departure, if any, from our commitments, 
and what was to be done after that. As a result of that committee 
meeting it was agreed that every year the Tariff Commission would 
submit a report to the President to indicate whether the relief we 
received—which, of course, had not materialized at that time—had 
in any way improved our industry to the point where we could convert 
again to the Geneva rates. 

Mr. Morrison. It was not the matter of people going without hats 
that I was referring to, but I understood you to say that with respect 
to this cap business that is now burgeoning out that the original 
rate of the Tariff Act—I do not know precisely what it was 

Mr. Lewis. It was 35 percent. 

Mr. Morrison. Would still have left you in a bad position. 

Mr. Lewis. That is right. I wanted to indicate that I do not think 
so far as caps are concerned that duties would help us. I think in 
that case you really need quotas, because I do not know how you would 
make up this vast difference just through duty rates. It was 35 
percent originally and it was cut to one-half, and it is 1714 percent 
over $1.35. What difference does it make whether it is 35 percent 
or 1714 percent? That would not make up more than a very small 
part of the difference in the selling prices here. 

Mr. Morrison. Your view is that proper concern for the situation 
of these industries, about which you are speaking, on the part of the 
Government would have involved more restrictive treatment of imports 
than was ever provided for by the Tariff Act of 1930. 

Mr. Lewis. I am afraid it might have, but we have gotten in former 
years through legislation and otherwise the kind of protection which 
enabled our industry to survive, a certain amount of hatlessness even 
then, and the industry did not profiteer, the manufacturers didn’t, 
and the workers simply made a living. If we require additional pro- 
tection, I feel we are entitled to it to preserve an industry that other- 
wise would be on its way out. 

Mr. E. Martin. Mr. Lewis, since I talked to you, you raised the 
question about Czechoslovakia having accused the United States of 
violating the general agreement when it raised the duty on hats. Will 
you tell the committee what was the result of that accusation’ Were 
we convicted or exonerated / 

Mr. Lewis. We were exonerated but with the understanding, which 
might have been in the nature of a compromise in order to pacify at 
that time Czechoslovakia, that our Tariff Commission would be called 
upon to deliver a report annually as to our condition and if and when 
it is found we no longer need this relief, it will be withdrawn. That 
apparently satisfied Czechoslovakia. 
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Mr. E. Martin. We were completely exonerated? Was there not a 
determination by the Working Party that we had not complied with 
the procedural requirements of GATT ? 

Mr. Lewis. Yes, there was that. I thought it amounted—in view 
of the charge it amounted pretty much to an exoneration but the 
exoneration was qualified. 


Mr. E. Martin. On the substance we were exonerated but not pro- 
cedurally ? 

Mr. Lewis. That is right. 
. Mr. E. Martin. Thank you. 

Mr. Harrison. Thank you very much. 

The committee will stand adjourned until 10 o’clock tomorrow 
morning. 


(Whereupon, at 4:33 p. m., the hearing was recessed, to reconvene 
at 10 a. m., Saturday, September 22, 1956.) 





ADMINISTRATION AND OPERATION OF CUSTOMS 
AND TARIFF LAWS AND THE TRADE AGREEMENTS 
PROGRAM 


SATURDAY, SEPTEMBER 22, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON CusToMs, TARIFFS, AND RecrprocaL TRADE 
AGREEMENTS OF THE COMMITTEE ON Ways AND MEANns, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in the commit- 
tee room of the House Committee on Ways and Means, Hon. Hale 
Boggs (chairman of the subcommittee) presiding. 

Mr. Boaes. The subcommittee will come to order. 

We are very glad to have you here, Doctor. Our first witness to- 
day will be Prof. O. B. Jesness, the head of the Department of Agri- 
cultural Economics of the University of Minnesota. 


STATEMENT OF 0. B. JESNESS, HEAD, DEPARTMENT OF AGRICUL- 
TURAL ECONOMICS, UNIVERSITY OF MINNESOTA 


Mr. Jesness. Thank you. 
Mr. Boces. Go right ahead with your statement. 


AGRICULTURAL AND FOREIGN TRADE 


Mr. Jesness. Foreign trade is important to American agriculture, 
as has been pointed out repeatedly. The production of such farm 
products as cotton, wheat, rice, some types of tobacco, certain fruits, 
and some fats and oils typically is in excess of domestic needs, so their 
producers depend on exports. Because some of them can shift, if 
need be, to production for domestic sale, the concern over the retention 
and development of foreign outlets becomes universal among farmers. 
Nor is that concern limited to agricultural exports. The condition of 
the farmers’ market here at home is affected very directly by the levels 
of activity and employment in nonagricultural lines which means that 
farmers have an interest in expanding export opportunities for non- 
aos goods to the extent these contribute to economic activity. 
Nor can we overlook the fact that the modern farmer is an important 
buyer of a wide range of commodities, some of which are imported. 
If import restrictions add to their cost, his net is reduced. 

That trade is an exchange of goods and services is so elementary 
that the relationship between our willingness to accept imports as pay- 
ment and the availability of export markets should be obvious. How- 
ever, this apparently tends to be overlooked in some of our efforts to 
bolster the domestic market. This statement, consequently, will be 
directed primarily to some aspects of this problem. 
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Programs designed to improve upon the income position of agri- 
culture center largely on the question of price. This dates back to the 
inception of the Federal Farm Board in 1929 with its efforts to sta- 
bilize the prices of selected farm commodities. The agricultural ad- 
justment program inaugurated in 1933 expanded operations and led 
to specific price-support programs as one of the measures intended 
to aid in recovery from the severe depression of that time. War de- 
mands strengthened the market for most farm products during much 
of the 1940’s, so price support were not needed to raise levels. How- 
ever, the role of prices as an incentive to expand production was recog- 
nized in the raising of price supports to 90 percent of parity to pro- 
vide standby protection for farmers in the event war should sud- 
denly end. While this level at the time was viewed by the Congress 
as a war measure, we have been very reluctant to move away from in- 
centive levels in price supports. These have been one of the factors 
in the buildup of burdensome stocks of such commodities as wheat, 
cotton, and rice. 

Prices maintamed by supports at attractive levels act as a magnet not 
only to induce farmers here at home to maintain and expand output 
but also to invite products from other countries to come to our markets. 
The basic conflict between price supports above world levels and im- 
ports was recognized early in the program by the Congress in the en- 
actment in 1935 of section 22 authorizing and directing the Admini- 
stration to impose curbs on imports which interfere or threaten to 
interfere with price-support operations. 

War needs and the requirements of Western Europe during the 
early postwar restoration period stimulated an expansion of agricul- 
tural output in the United States. Mechanization and improved 
technology have stepped up agricultural productivity very greatly. As 
noted earlier, the availability of incentive price supports on basic 
commodities also played a part. Surpluses came back into the pic- 
ture in the late 1940’s. The Korean outbreak halted the accumula- 
tion temporarily, but from 1952 on we have been plagued with sur- 
plus problems. It is during this period that import restrictions au- 
thorized by section 22 have come to play an important part. A feel- 
ing that the Administration was not applying these curbs with suf- 
ficient vigor—speaking here of section 22—apparently accounted for 
the inclusion of section 104 in the Defense Production Act in 1950 to 
make embargoes or quotas mandatory instead of permissive under 
specified conditions. This was temporary legislation which was per- 
mitted to lapse on expiration. Indications that section 22 might be 
restored to more generally probably played a part in the decision not 
to extend section 104. At any rate, quotas or import fees have been 
or are in force on various farm commodities under price support. 

If we view this matter solely from the domestic side, it is not diffi- 
cult to marshal some very persuasive arguments why the quantity 
of imports of price-supported commodities should be under strict 
controls to avoid having to support prices and carry surpluses for 
other countries as well as our own. However, then we look at the 
effects on our international policy we must view the matter more 
broadly. We have provided extensive aids to other nations to help 
overcome war effects and to strengthen the defenses of the free world. 
Part of this aid has been to help overcome the shortage of dollar ex- 
change. In these activities, however, we have not overlooked inform- 
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ing the recipients that these aids are temporary and reminding them 
that we expect them to get into a position where they can pay for the 
supplies they require from us. The only real basis of payment, how- 
ever, lies in providing us with goods and services which we are willing 
to accept inexchange. Barriers to imports under section 22 as part of 
our price-support operations, hence, are in direct confliet with our in- 
ternational aims. Other countries note that during the very time we 
have been urging them to earn the dollar exchange they need and to 
reduce their trade barriers, we have been raising some of our own. 
Our eprosen atayen at international trade conferences have received 
pointed reminders of this inconsistency on our part. 

Nor is this the end of the difficulty. The stocks of commodities in 
the hands of or covered by loans of the Commodity Credit Corpora- 
tion have been growing. The depressing effects of these stocks hang 
over the markets and the cost of storage, not to mention losses from 
deterioration, put a premium on surplus disposal. The foreign market 
often is looked to as a way out of this dilemma. A popular assump- 
tion is that other countries need and will take our farm surpluses if 
only the price is right. This view tends to overlook the fact that we are 
not the only nation plagued with farm surpluses. 

Congress has authorized various programs to stimulate exports of 
surpluses. Public Law 480, 83d Congress, the Agricultural Trade and 
Assistance Act, permits acceptance of foreign currencies in payment 
for certain surplus commodities. This is intended to enable selling to 
countries Thich lack dollar exchange. Title II of the act authorizes 
gifts of surplus products to other nations “to meet famine or other 
urgent relief requirements.” Grants of food to voluntary relief agen- 
cies for distribution by them also are authorized. The International 
Cooperation Administration is authorized to accept foreign cur- 
rencies in payment for farm products supplied other nations. 

Title II of the Soil Bank Ket directs the Commodity Credit Cor- 
poration to “dispose of all stocks of agricultural commodities held by 
it” as rapidly as possible. This contemplates foreign as well as do- 
mestic disposal. In the case of cotton the act includes a specific direc- 
tive to the CCC to offer cotton for export at prices and in quantities 
to “reestablish and maintain the historial market for United States 
cotton.” This in effect provides a two-price program for cotton. The 
International Wheat Agreement has facilitated the sale of wheat 
abroad below domestic levels. A certificate plan for disposal of rice 
abroad is authorized. 

Efforts to find markets for surplus accumulations are commendable. 
However, it is well for Americans to appreciate some of the limita- 
tions and problems which exports of surpluses may encounter. That 
there are unfilled wants for more food in various parts of the world 
is undebatable. However, need by itself does not become an active 
force as effective demand in the market unless it is accompanied by 
means of payment. 

If some of these needs are met by gifts of our surpluses, the costs 
must be assessed against ourselves as taxpayers. Sales at below cost 
have a similar price tag. Sales for foreign currencies add to tax costs 
unless local currencies can be used effectively by us. Our Government 
is not equipped with any form of alchemy by which it can change 
these currencies into dollars. Were dollar exchange available, accept- 
ance of foreign currencies would not be necessary. Perhaps some cur- 
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rencies thus obtained can be used for buying goods in the issuing 
country. If these are goods we need and at the same time are not 
goods which we otherwise would buy with dollars, there is a gain in 
trade. However, if we use these currencies as replacement for payment 
for which we otherwise would employ dollars, there is no net trade 
gain. If availability of such currencies encourages us to employ them 
wastefully, our recovery of costs will be reduced. Some of these funds 
may be allotted to the issuing country as a loan or grant for certain 
internal improvement or development objectives in which cases the 
returns to us, if any, may be of a delayed nature and be dependent 
upon the wisdom of the selection and the effectiveness of the 
application. 

Sans see considerable possibility of bartering surplus farm products 
for strategic materials which we desire for our stockpile. Here again 
the transactions must represent an addition to trade rather than a 
mere replacement of dollar purchases. Moreover it is not at all unrea- 
sonable for the countries possessing strategic materials which they 
know we really want to hold out for payment in dollars, because this 
gives them a choice of goods or services which they will acquire with 
the dollars. 

Unless gifts and cut-price sales are to be self-defeating, there must 
be assurance that they are an additional outlet instead of being a 
replacement of regular sales. This assurance is not easily provided. 

Americans are sensitive with respect to imports into our markets 
which are subsidized by the exporting nation whenever there is reason 
for viewing these as unfair competition to domestic producers. We 
have more difficulty in appreciating that other nations may be equally 
sensitive toward such activities on our part. In international trade 
sales abroad at prices below those maintained in domestic markets con- 
stitute “dumping.” Nations generally have measures for counter- 
acting dumping whenever they believe that such operations by others 
infringe on their rights. The United States, for example, may apply 
countervailing duties to neutralize export subsidies of other nations 
seeking to invade our markets by their employment. 

Unfavorable reactions to dumping come not only from some receiv- 
ing countries which view this as unfair competition for their pro- 
ducers but also from other exporters. Mexico and some other coun- 
tries currently display uneasiness over our program of selling increased 
amounts of cotton by reducing our prices on exports. Canada has 
indicated concern over some of our operations in wheat. Denmark 
has been disturbed over possibilities that we might try to unload dai 
stocks on foreign markets and thereby interfere with her outlets. Tt 
is well for us to remember that the question of what constitutes dump- 
ing in a given situation is not primarily a matter for our determination. 
The important consideration in the application of antidumping meas- 
pate Ss gag us by other countries is their interpretation of the effects 
on them. 

So the conflict between our domestic farm programs and our inter- 
national interests is of a dual nature. On the one hand we apply 
added restrictions on imports which threaten our price-support oper- 
ations. On the other, we seek to expand our export sales of surplus 
products by special measures, and in so doing may find ourselves at 
odds with other nations. 
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At least one other effect of dumping programs should be noted. If 
we sell products abroad at prices below those prevailing in domestic 
markets, we must see to it that suci products do not reenter our mar- 
kets as imports. But beyond that we find domestic users petitioning 
for protection against foreign competitors who are enabled to buy raw 
materials more cheaply because of our sales abroad at lower prices. 
Sales of cotton to foreign mills at prices below those charged domestic 
mills create a basis for acoaniie on the part of the latter for protection 
against imported textiles. A program to expand exports by bargain 
sales, hence, tends to cause us to set up added import barriers. A 
movement to expand trade may have the effect of narrowing trade for 
the future. 

A mistaken but popular argument is that a general restriction of 
imports will result in improving levels of living in this country. 
What is overlooked is that the cost of such restrictions by and large 
falls on our own people. It is difficult to see, moreover, how it could 
be argued that a program of giving the others the benefit of lower 
prices for our products than charged domestic consumers will improve 
the economic yresren of the latter, especially when they not only have 
to pay the higher prices but also carry the cost of the program in their 
tax payments. 

The Randall Commission in its report observes that— 
it is necessary to harmonize our agricultural and foreign economic policies 
without sacrificing the sound objectives of either. 

The conflict between the domestic farm poges and efforts to expand 
trade may be resolved by changes on one side of the other, or a combi- 


nation of the two. If we seek to place all of the burden of adaptation 


on the trade side, we must face up to the prospect that we may continue 
to price ourselves out of world markets and have to cut back on our 
exports. This, however, is no solution of the farm problem, which 
results from a capacity to produce which has outrun the markets 
available. Reduction in exports will magnify rather than ease pro- 
duction adjustment difficulty. First of oa nen Americans need to 
become aware that conflict exists. They also need to realize that 
under circumstances prevailing today the preoccupation of our farm 
program with prices centers attention on the consequences rather 
than on the causes of the agricultural dilemma. Instead of expecting 
that by some miracle we can make the domestic and export market 
absorb all of our output, we need to direct our efforts to bringing 
about adjustments in resource use so that we will produce efficiently 
those products for which markets are available. 

We have permitted certain arbitrary srncepts, such as 90 or 100 
percent of parity, to blind us to the fact that they are not necessarily 
the way to attain agricultural prosperity. We need flexibility, not 
rigidity, in our price structure. We need flexibility whch will permit 
us to compete and produce in ways which will provide us with the 
best attainable incomes from the effective use of the resources avail- 
able to us. We need to recognize that price is only one part of the 
income picture. It takes quantity as well as price to yield income. 
We may reduce income by restrictions on quantity as well as on price. 

In international trade and relations, this requires of us that we see 
problems in their broader aspects rather than to concentrate on nar- 
row issues. Internation] trade is vital to the welfare of American 
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agriculture and the United States as a whole. We must see those 
interests as well as to be concerned with effects on specific lines. Trade 
requires of us a willingness to give as well as to receive. Concessions 
to some, whether in terms of restrictions on imports or expanded op- 
portunities to export, are likely to represent cost to others. This calls 
for high-type statesmanship in deciding on policy in order that the 
results may be those which serve the best interests of the general 
welfare. 

This country through its reciprocal trade agreements and other in- 
ternational activities has ao an important part in bringing about 
effective international cooperation so vital to peaceful existence in the 
world. With the conflicting interests and sharp differences of opin- 
ion involved, it is not surprising that we have moved cautiously and 
set up various escape clauses. Whether we always weigh the con- 
sequences of such action on our international relations is open to ques- 
tion. We have made such progress in the lowering of some of our im- 
port duties that we do not always accept in full the claim of other 
countries that they are prevented from entering our markets by our 
tariff wall. We may say that part of the fault lies with them in that 
they have not adapted themselves to the requirements of our markets 
and have not pushed their sales efforts with sufficient vigor. It is not 
the purpose here to endeavor to resolve these differences in views. One 
important point may be noted, however. If the United States shows 
a tendency to fall back on escape clauses at the least provocation, other 
countries may justifiably conclude that they cannot afford the gamble 
of developing and becoming dependent on a market in which the door 
may be slammed on them at any moment. This emphasizes the im- 
porance of arriving at legislative and administrative decisions in the 
light of the broader implications to our longer-run welfare as a Na- 
tion. 

Thank you, Mr. Chairman. 

Mr. Boees. Thank you very much. 

Do you have any questions, Mr. Harrison ? 

Mr. Harrison. Just one or two. 

Doctor, as I understand your statement it more or less advocates 
that the farmer should operate in a free enterprise economy. Would 
that be a proper characterization ? 

Mr. Jesness. In my opinion we should move in that direction. I 
am not suggesting, however, in view of the accumulation of surpluses, 
that we can “pull the plug” all the sudden and leave it to the free mar- 
ket. I do think we ought to shift emphasis in the farm program to 
bring about adjustments rather than on a program which stimulates 
and encourages these surpluses. 

Mr. Harrison. Of course, the farmer has to buy in an economy that 
is pretty well geared to the welfare state, does he not ? 

Mr. Jesness. Well, to some extent. I think we have to examine 
rather carefully whether the farmer is going to be better or worse off 
by getting himself tied in a rigid control structure. 

Mr. Harrrson. He is very much affected, though, is he not, by the 
added costs of farm machinery and farm operation generally in Amer- 
ican industry brought about by leigslation that we have passed here in 
Washington ; is that not true ? 

Mr. Jesness. To a certain extent that is true, but I will not go along 
with the assumption that all the rest of the economy is so tightly con- 
trolled that there is no freedom left in operation. If that were the 
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case then I would say we would just have to go over to controls gen- 
erally. But as I view the picture, in my attempts to study the situa- 
tion, there is more to gain for agriculture over the long run by getting 
rograms which will leave a greater degree of decisionmaking to the 
armer himself in how to use his resources than to have this tied by 
some governmental program. 

I hear this monopoly argument constantly; that everyone else, 
industry and labor, is monopolized, and that consequently we need 
Government programs to do the same things for agriculture. I think 
the one basic point that is overlooked in that argument is that if 
monopoly is going to be effective there must be a restriction of entry, 
and I have yet to see anyone who is willing to campaign on the plat- 
form that he is going to put restrictions on the right to enter into 
agricultural activity. 

Mr. Harrison. The day before yesterday Mr. Lynn, of the Amer- 
ican Farm Bureau Federation, in connection with his testimony, filed 
an exhibit therewith of restrictions in other nations, particular] 
European nations, against the imports of American agricultural cant 
ucts. It appeared to me that those restrictions went a great deal 
further than we have gone in title 22. Is that correct or not? 

Mr. Jesness. Certainly in some countries that is undeniably true. 
We had a wave of protectionism as part of the program of recovery 
from depression and as a consequence of war. We have not gotten 
away from that situation, but there is one point in such a comparison 
which I think is important for us to stress, namely, this: Whether 
we have sought it or not, this Nation now is the leader of the free 
world. That leadership involves responsibilities of acting in such 
a way that we get away from undesirable restrictions. Unless we as 
a leader stand out in front in doing that we may expect to see these 
restrictions against us increased rather than taken off. 

Mr. Harrison. Thank you, Doctor. 

Mr. Boees. Mr. Morrison. 

Mr. Morrison. Mr. Jesness, is it your view that the line of adjust- 
ment in our policies should be toward lower price supports for agri- 
cultural products and a very restrained application of the escape 
clause? 

Mr. Jesness. Yes; in general. But that is associated with certain 
other specific programs of seeking to make the agricultural plant 
fit the available market. Application of the major purpose of the 
soil-bank program of adjusting the farm plant is an important part 
of this, and the reduction of price supports to ease that job is a corol- 
lary to that major effort of ph marcha production. 

Mr. Morrison. In reference to the soil bank, I noticed you said a 
moment ago that you thought one of the difficulties of establishing 
the same control over the prices of agricultural products that gen- 
erally exist in industrial products is that you must, to make any 
monopolistic control effective, restrict entry into agricultural pro- 
duction. Does the soil bank offer a way out of that? That is, it aims 
to restrict production. 

Mr. Jesness. The soil-bank program, as I see it, is not primarily 
an effort to restrict production, it is a program to adjust production 
by shifting. In the case of the acre-reserve part of the program, the 
objective is to hold some of our more productive acres out of use for 
the time being in order to dispose of accumulated surpluses, par- 
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ticularly of wheat and cotton. The conservation reserve to shift per- 
manently some of the lands that are contributing to surpluses and 
that are less well suited for permanent agricultural use out of crops, 
thereby getting the size of our agricultural plant down to a point 
where these surpluses will not accumulate again. 

Mr. Morrison. Would it not involve a sort of monopolistic 
restriction ? 

Mr. Jesness. Not monopolistic in the sense that you are restricting 
the right of entry. Asa matter of fact, what you are doing is provid- 
ing an escape for some of the excess resources of agriculture into other 
uses and other lines where they will not contribute to the surplus 
problem. 

Mr. Morrison. The surplus problems are pretty general, though, in 
agriculture, are they not ? 

Mr. Jesness. No; not in the sense of the type of surpluses that we 
have extreme difficulties in controlling. They are pretty well concen- 
trated in certain major crops. Surpluses occur in other lines to be 
sure. We have had an illustration last year in hogs and we have an 
illustration in the cattle cycle at the present time, but those are situa- 
tions in which the farmers themselves are exercising controls and mak- 
ing adjustments. There is no farm program affecting this directly. 

Mr. Morrtson. Is not the lack of the appearance of surpluses else- 
where just attributable to the fact that we have found no way of deal- 
ing with them? In apple production, for example, we have had sur- 
plus orchards. I guess we never succeeded in providing a price-sup- 
port program and therefore we did not have surpluses in the ordinary 
sense to deal with but you have surplus capacity withdrawn from use 
with some difficulty for the growers. 

Mr. Jesness. Some difficulties at times but these are adjustments 
which I think are inescapable in an economy such as ours. You find 
them on all fronts. 

Mr. Morrison. Do you think there is any advantage in the incentive- 
payment program that has been introduced in wool as compared with 
price supports from the point of view of conflict with international 
trade policy ? 

Mr. Jesness. Broadening this to do the sort of thing that has been 
suggested in the case of wheat and to some extent authorized at the 
present time in rice you may use payments in lieu of price supports. 
These payments will have some of the same difficulties as price sup- 
ports in that they will continue to provide incentives to produce and, if 
maintained, they will be bid into land values but they do not show up 
directly in price and consequently do not offend foreign nations as 
directly as export subsidies in disposing of them. I think they also 
have the advantage in the domestic market of keeping the Government 
out of the market as a direct outlet for farm products and tend to limit 
surplus accumulation in Government hands. 

Mr. Morrison. Thank you. 

Mr. Boces. Thank you. 

Mr. Martin? 

Mr. E. Marrtn. I want to be sure on one thing. Given the present 
price-support program, for example, on cotton, as long as that is in 
effect, do you think we have to have some restriction on imports under 
section 22? 

Mr. Jesness. I think this. If we are going to continue the program 
of exports permitted—not only permitted but actually directed by 
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Congress—under the soil-bank program, you have to have some re- 
strictions on the reentry of that cotton and you will be faced with 
restrictions on textiles made from that cotton in fairness on one hand 
to the Government and on the other to the domestic producers. 

Consequently, I think we need to consider very carefully the prob- 
lem of carrying on a joint effort of adjustment in our operation so that 
we will have a gradual adjustment of our price support level on cotton 
to get back into a situation where we can continue to supply the world 
market. In the case of cotton we have a clear situation of where we 
have been pricing ourselves out of the market. Now we are trying 
to get back in by a process of dumping. 

Mr. Boces. Thank you very much. You have been very helpful to 
the committee. 

Our next witness is another very distinguished professor, Lawrence 
M. Witt, of Michigan State University, to testify on the subject of 
agriculture and foreign trade. You may proceed. 


LAWRENCE WITT, PROFESSOR, MICHIGAN STATE UNIVERSITY 


Mr. Wirr. Gentlemen, I am pleased to appear here before you and 
comment on a number of problems relating to agriculture and foreign 
trade. The first part of my testimony will relate to agriculture’s role 
in foreign trade, and the second part to some important issues that 
we face as a nation. 

Agriculture has a vital interest in a strong and vigorous interna- 
tional trade. As shown in table 1 a substantial fraction of our wheat, 
cotton, tobacco, rice, and other products normally seek markets in other 
countries. Good foreign markets benefit these producers. Indirectly, 
other farmers benefit in having fewer ex-tobacco, ex-wheat, or ex-cotton 
farmers competing with them in producing livestock products. 

However, these exports have been attained in recent years only as a 
result of a series of programs providing grants and credits to other 
countries. A significant portion of these funds were used to purchase 
farm products. As shown in table 2 these special programs account 
for about half of our farm exports since 1941. In some years they 
represent as much as 70 to 80 percent of the total. We have given or 
loaned some $21 billion worth of agricultural products, and the end is 
not yet in sight. In 1955 about half of our farm exports were under 
special programs. This isa problem to which we shall return in a few 
minutes. 

(Tables 1 and 2, referred to above, follow :) 


TABLE 1.—A large share of many farm products are exported—Ezrports as a 
percent of production 














j 
Commodity | 1935-39 | 1947-51 1955-56 
average | average | 
WN ih chtenectae suit sdenmiiicianiine’ 6.3 | 37.3 36.2 
Cia asthe 5 eee ok bd hnnedeaet ie aa sean dd dg abtaimanan 44.5 33.8 | 15.6 
Vinte cured Coleg) ie sf isin sgn Spec nce esnsabensee 44.4 34.0 | 87.1 
SD NE Wi seeincsncates sacnkneseeersewaceulonnonptinel 7.4 18.7 28.6 
RO tcthmles i onsets dian salah nigeakheillesdh atceetidasl sock dbiiehialind ahaa 9.9 20.6 | 21.0 
cai igedabindbtdekie snub babiannanzuebmindesmatiphies | 4.2 | 10.4 | 11.0 
WEN hited ah et deta chdbitdahedsnimainrneitrtieieil 2.1 | 16.5 | 42.0 
Crem ae DRI ie cincinnati enienined 7.4) 5.3 | 7.0 
PR NE II 2 ea ic ec sk te 30.2 | 29.6 | 30.9 
Wiixisé catsibsakeicttedactaitacksahassatideelanal 16.6 | 41.6 31.0 


Source: Foreign Agricultural Situation, Trading in Competitive Markets, Foreign Agricultural Service, 
Washington 25, D. C., November 1955, Tables 35 and 40, Data on 1955-56 by letter. 
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TABLE 2.—Many farm products have beén exported under foreign-aid programs 








| Under aid programs Percent 
Year Agriculture |____ a ET ee a as under aid 

| exports programs 

| Amount | Major aid program 
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Billions | Billions | 
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1945-46_ 2.9 2.0 eS OES Sea 69 
1946-47____ 3.6 2.0 | UNRRA, United Kingdom loan_____________- 56 
1947-48_____ 3.5 1.9 | Interim aid, Army civil supply__--...--._--__- 4 
1948-49_____ 3.8 BS | Fee ey SD CREE CUO oan ck dd cderddncenece 60 
1949-50______. | 3.0 LO) BOR Sabi ere Beas i 2 aru 60 
1950-51_____- 3. 4 1.2 | Spice pad kc ake ente etd 35 
1951-52_____- 4.0 SO Bic ss aa a 22 
1952-53_____- 2.8 a Bel <sok Aa mamma peun lt ccnatass bi Sakata ek ea 18 
1953-54 _____ 2.9 | a FOA, foreign currency sales....______-___--___| 24 
1954-55 3. 1 .8 | Currency sales, grants. ..................--...| 26 
1955-56____ 13.5 1.6 se 45 





1 Estimated from Foreign Agricultural Trade Digest, July 1956. 
_ Sources: Agricultural exports from Foreign Agricultural Situation, Foreign Agricultural Service, Wash" 
ington 25, D. C., November 1955, table 35. Exports under aid programs from Lawrence Witt, Agriculture 
Trade and Reciprocal Trade Agreements, Michigan Agriculture Experiment Station, Tech. Bul. 220- 


June 1950, and Foris Detre Rafler, Government Financing of Farm Exports in the Post War Period, Agricul- 
tural Economics Research. October 1955. 


Mr. Wirr. It is not necessary to burden this committee with the 
details of how imports pay for exports. You have heard from other 
witnesses and in other hearings how in the long run we trade “stuff for 
stuff.” These arguments have been used to defend tariff reductions 
under the reciprocal trade agreements. The accomplishments have 
been substantial, particularly in the case of specific tariffs. Ad 
valorem rates have not been reduced as much. Nonetheless our tariffs 
are lower than in many other nations. 

In 1950 I completed a study of the impact of the reciprocal trade 
agreements on agriculture. At that time I concluded that agricul- 
tural tariffs were not being reduced unduly in comparison with other 
sectors. There is no reason tochange my view. Tariff reductions are 
not “selling agriculture down the river.” Rather tariff reductions 
have been rather evenly balanced between agriculture and other 
sectors. 

The same cannot be said of the effects of the tariff increases occurring 
after World War I and of the changes in the world economic and 
political situation, nor of the impact of complex customs procedures. 
As America changed from a debtor to a creditor nation, as the Ford- 
ney-McCumber and Hawley-Smoot tariffs were imposed, and as the 
worldwide depression took its toll, agricultural exports declined in im- 
portance. Table 3 shows how farm exports increased to 1920 and 
declined to 1940. In 1910 about 11 percent of our harvested crops 
went into export, rising to 16 percent in 1920, but dropping to only 4 
percent in 1940. In recent — years even with nearly half of 
our exports financed by the Government, it is only with difficulty that 
about 10 percent of our harvested crops have been exported. 

(Table 3 referred to above follows :) 
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TaBLe 3.—Even with aid programs exports now provide a smaller percentage 
of farm income and use fewer acres 
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Source: Foreign Agricultural Situation, Trading in Competitive Markets, Foreign Agricultural Service, 
Washington, D. C., November 1955, table 34. Recent data corrected by letter dated Sept. 18, 1955. 


Mr. Wirr. Yet during this period there has been a revolution in 
agricultural production. There have been extensive improvements in 
efficiency. Most of agriculture has been mechanized, major improve- 
ments have been made in crop varieties, in methods of fertilizing 
plants and feeding animals, and in control of weeds and pests. Both 
the quality of labor and of management have been improved. Pro- 
ductivity per man has risen rapidly, even more rapidly than in 
industry. 

Such changes represent real progress. They make American agri- 
culture strong and powerful. A business able to produce more and 
more with its labor and resources should be able to compete more 
easily and expand its markets. Yet the reverse has happened. Agri- 
culture is unable to compete with other American industries for the 
dollars which foreign countries earn, except with special programs 
and special assistance. Why has this happened? 

There are, I believe, three principal reasons. First, Government 
decisions have been made through raising and maintaining tariffs, 
through cumbersome customs procedures, through “Buy American” 
clauses, and through other barriers to imports which have limited the 
dollar earnings of other countries. Such measures benefit particular 
protected American industries, but at the expense of the wheatgrower, 
the cottongrower, the rice and tobacco producer, the hog, lard, and 
soybean producer, and those who grow or grew fruits and nuts for 
overseas markets, as well as other major and efficient export 
industries. The side effects as corn and cotton farmers shifted to 
dairy and livestock products have provided even more competition for 
the dairy farmer. 

The imposition of complex and cumbersome customs procedures had 
very unequal effects. Most agricultural products are easily classified 
and pass customs easily. Many industrial products are difficult to 
classify or may be classified several ways. Changes in interpretation 
or delays in classification lead to uncertainty and higher costs. Thus 
complex customs procedures tend to protect industry but not agricul- 
ture and provide hidden tariff benefits to certain groups of producers. 
If we must have tariffs, they should be out where we can see them and 
know what we are doing. 

The second reason that agriculture cannot compete is that foreign 
countries have found it desirable to expand their own agricultural 
production. With fewer dollars they searched for ways to produce 
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the products they had purchased from the United States. Improve- 
ments in their agriculture were possible and could be done without 
using many dollars. Wartime shortgages and blockades moved them 
even further in that direction. Today many countries still have im- 
bedded in their policy heavy subsidies to agricultural production 
which make their total costs of producing food and feeds much higher 
than the price at which the United States is willing to sell. In some 
cases technical improvements and increases in efficiency have been 
made which would never have occurred in the absence of our restric- 
tive policies. Increases in production range from 22 percent in the 
Far East to 62 percent in Latin America, with 1935-39 as a base. 
Policies which these countries have evolved over a period of 25 years 
are difficult to reverse and eliminate even with 10 years of intergov- 
ernmental negotiations. 

The third reason for agriculture’s difficulties stems from the price- 
support program. The prices of many farm products are above the 
world level. With backward looking parity formulas, it has not been 
possible to compete in international markets in accordance with our 
real costs of production. Efficient wheat, cotton, and rice farmers pro- 
duce for the Commodity Credit Corporation and not to compete with 
Egypt, Brazil, Mexico, Australia, Argentina, or Burma for the share 
of the foreign market to which their efficiency should entitle them. In 
fact, farm people have lost touch with the importance of the export 
markets because of these programs. 

We are concerned with the economic welfare of farm people. Con- 
gress has shown a desire to have farmers participate in the great rise 
in American levels of living. However, as we tried to help the farmer 
adjust to the depression and the reduced foreign market, due to higher 
tariffs, depressions, and war, we developed procedures that hindered 
rather than helped agriculture to compete abroad. High support 
prices encouraged imports and discouraged exports. If there we § en 
a program which supported incomes where depressed, and which per- 
mitted prices to reflect real changes in costs and efficiencies, more of 
our legitimate markets could have been held. Such a program also 
would have indicated those areas domestically in which agriculture 
was less efficient and less able to compete. Adjustments, reorganiza- 
tions, and other changes would have been encouraged and more easily 
carried out. 

It is clear that world agricultural production today is in excess of 
effective demand for a number of important commodities. Yet we 
cannot urge other countries to reduce their inefficient agricultural pro- 
duction when it appears that they are competing against the dumping 

ower of the United States Treasury. At present we do not know 
ow much of our cotton export price, for example, represents our 
superior efficiency in production, and how much represents Govern- 
ment help in competing in the international market. 

This brings us to the second part of my testimony; namely, some 
comments on current isues. One of these is this question of the extent 
to which we are using the economic power of the United States Gov- 
ernment to help farmers compete in the world market. Escape clauses 
and section 22 of the AAA are used to close our markets to foreign 
producers—markets which would be less profitable if incomes were sup- 
ported by measures other than price supports. Such closings of our 
markets bring protests and create international frictions. At the 
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same time, section 402 of the Mutual Security Act of 1954, titles I and 
II of Public Law 480, 83d Congress and section 32 of Public Law 
320, 74th Congress all use public funds to encourage farm exports. 
Can we use the power of Government to close our markets on the one 
hand and open foreign markets on the other without detrimental 
effects upon international relations with countries which we want and 
need as allies? There is ample evidence to show that we cannot. 

The rise of civilization is closely associated with moderation. The 
excessive use of governmental power to protect the domestic market 
led to difficulties in the past. Similarly excesses in selling today can 
only lead to trouble tomorrow. Some restraints over the ors 
operations are an absolute minimum as an interim measure. Con- 
gress, for example, might require that no more than 25 or 30 percent 
of our farm exports be made under special programs. At the same 
time efforts to increase tourist trade, imports, United States capital 
investments abroad, and so forth, could help expand the cash market 
for farm products, and reduce the pressure and need for aiding farm 
exports. 

A second issue is whether we should guarantee income levels to our 
farmers by wrecking the income of other farmers. We can tem- 
porarily improve the income of American farmers by supporting 
prices and subsidizing the export sales of the resulting surplus, at 
least for a time. But as we do so other farmers lose their markets. 

In many countries 1 or 2 agricultural products are the major source 
of foreign currency. Denmark depends heavily on pork and butter, 
Egypt on cotton, Burma on rice, Colombia and Costa Rica on coffee, 
Cuba on sugar, Greece and Turkey on dried fruit and tobacco. These 
are the lifeblood of their economies. When we sell almost unlimited 
quantities of similar products to their usual customers, their farmers 
are injured and strengths of their economies are seriously impaired. 
They are economically and philosophically less willing to resist the 
blandishments of our opponents, and less able to maintain and 
strengthen their commitments as allies of the United States. This is 
a serious problem. 

A third issue relates to defense essentiality. In a large number 
of cases arguments are made that United States production should 
be maintained in the interest of national defense. Certainly we do 
not wish to become a weak nation. But cannot national defense be 
considered in terms of a larger geographical area? We have allies 
alongside of whom we must fight and whose resources can and must 
be blended with ours. In this way all are strengthened and the ca- 
pacity to resist measurably improved. For the same reasons it seems 
appropriate that we facilitate the upgrading of our underemployed 
human resources. There are workers in agriculture, textiles, and a 
number of other industries whose contribution to the national econ- 
omy is relatively small. They are our greatest reservoir of unused 
capacity and potential national strength. Properly used they can lift 
us to new levels of national productivity. Surely it is not too difficult 
for a nation such as ours to develop these human resources, and thus 
expand our production, our markets, and our consumption. If in 
the process we find it necessary to buy from friendly countries goods 
we then produce less efficiently, so much the better for our total 
strength. 
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A fourth problem is the way in which our Government in its 
several branches tends to operate on a piecemeal basis. Separate 
legislative committees and separate Government departments func- 
tion so as to deal with problems in isolation. They may advance the 
short-term interest of one group in society without relating such pro- 
grams to the interests of other groups. The conflicting programs 
that result from this process often create difficult problems. A 
committee such as this is better able than most to compare the legiti- 
mate interests of agriculture in the export market to the legitimate 
interests of all our people in lessening international frictions. 

The final issue is that of expediency. It appears unlikely that other 
nations will permit us to continue to increae the amount of farm 

roducts we sell overseas, to the detriment of their national economies. 

he recent action of Mexico in retaliation against our cotton program 
is acase in point. If other countries should follow this example, we 
will find General Motors, Goodyear Rubber, Metro-Goldwyn-Mayer, 
and other American exporters selling Mexican cotton, Burmese rice, 
and Argentine wheat in competition with the United States Depart- 
ment of Agriculture. Public Law 480 has sold substantial amounts 
of farm products. Reactions to these sales and countermeasures are 
sure to come from many countries. Protests may be postponed or 
dampened if limits can be placed upon the extent to which Public 
Law 480 is used. 

In any case, Congress needs to give thought to a more permanent 
resolution of this problem. Public Law 480 is not a permanent solu- 
tion to our surplus problem. Programs to improve farm income 
should be separated from price programs. This would permit agri- 
culture to compete on the basis of efficiency with other American 
exporters and with foreign producers. The competition which made 
our Nation strong can help make the world stronger. At the same 
time cooperative effort to control, reduce, and shift excess agricultural 
capacity is necessary. In this world of tensions we can ill afford to 
dissipate in economic bickering our remaining reservoir of good will 
in many nations. This good will is sorely needed for other issues of 
great national and international concern. 

I appreciate the opportunity to present this statement. 

Mr. Boces. Thank you very much. Do you have any questions, 
Mr. Harrison ? 

Mr. Harrison. What percent of farmers are under the price-support 
program ? 

Mr. Wirr. What percentage of the farmers ? 

Mr. Harrison. Of the farmers. 

Mr. Wirr. I do not have any recent figures on this. They are 
heavily concentrated, of course, in the wheat, tobacco, cotton, and rice 
areas. This is more than half of our agricultural producers, but there 
are some producers in those areas that do not produce enough to take 
advantage of the program. 


Mr. Harrison. Do you know what percent of agricultural income 
is affected ? 

Mr. Wirr. There is 10 percent of our agricultural products which 
move overseas as arule. This 10 perent with the kind of demand we 
have, inelastic demand, means a much greatetr impact than 10 percent 
on the price. However, what we are doing is to set a barrier in be- 
tween, with the Commodity Credit Corporation purchasing farm 
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commodities so that exports do not have this direct effect upon the 
price. Exports do affect Commodity Credit stockpiles. 

Mr. Harrison. I do not think you understood me. What percentage 
of the farm income comes from crops that are under the price-support 
program? In other words, price-support program applies to corn, 
wheat, rice, cotton, tobacco, and peanuts. That is about all. 

Mr Wirt. I do not have the figures at hand, but this would mean 
probably something like 35 percent of the total agricultural produc- 
tion directly affected and the rest, most of the rest, is indirectly affected 
both costwise and pricewise. 

The dairy farmer pays more for his feed because of the program. 

Mr. Harrison. He is adversely indirectly affected ? 

Mr. Wirr. Adversely and directly. Some are adversely and some 
benefited. 

Mr. Harrison. Which others are benefited ? 

Mr. Wirt. Some dairy farmers also produce the commodities which 
are supported. 

Mr. Harrison. I meant of those not supported these are all ad- 
versely affected by the program. 

Mr. Wirr. Yes; as taxpayers or in a relative way. 

Mr. Harrison. Increased costs? 

Mr. Wrrr. Yes; increased costs. 

Mr. Harrtson. And cuts down their possibility of markets overseas ? 

Mr. Wirr. I do not get the question. 

Mr. Harrison. Would it cut down the possibility of a market for 
their nonsupported products overseas, the existence of this support 
program on these favored commodities? 

Mr. Wirr. Yes, but it would be pretty hard to trace that. I doubt 
whether it is very important. 

Mr. Harrison. Where nations have restrictions against American 
fruit, for example, or American poultry, would those restrictions be 
likely to be eased were it not for our price-support program ? 

Mr. Wirr. I think the development which will ease those restrictions 
is a growing supply of dollars, willingness to try, and opportunity for 
further chances to earn dollars in the future from other sales to the 
United States. This is far more important to easing these restric- 
tions against other agricultural products than what we do with 480 
or price supports. Public Law 480 may encourage a widespread in- 
crease in the restrictions against the agricultural products we are 
exporting with subsidies and those which we may be exporting for 
dollars. There may be a general raising of the restrictions in that 
regard. 

Mr. Harrtson. Certainly it is true that the United States is more 
likely under Public Law 480 to dispose of agricultural oe 
abroad which it has in the warehouses of the Commodity Credit 
Corporation than products it does not have. 

Mr. Wirt. That is right. 

Mr. Harrison. Thank you. 

Mr. Boecs. Mr. Morrison. 

Mr. Morrison. Mr. Witt, do you advocate the termination of al] 
these price-support programs, marketing agreement, and other agri- 
cultural programs? : 

Mr. Wirr. We should look toward a revision of the kind of pro- 
grams we have. What we have done is to use the price supports as a 
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means of attaining certain welfare objectives with respect to agri- 
culture. 

We need to search for some other technique of getting those welfare 
objectives and thus encourage the prices to fulfill the kind of role they 
are designed to play. This does not necessarily mean that we are 
substantially reducing the aggregate benefit to farm income out of 
Government programs, but it means a different technique of doing it. 
This would straighten out some of the conflicts we have in interna- 
tional trade, so that when we are competing with foreign countries 
we could say we are competing on the basis of our cost and efficiency 
and not because of the power of the Treasury to subsidize. 

Mr. Morrison. You referred to programs to improve farm income 
that should be separated from price-support programs. I suppose 
that also means substituted for price-support programs ? 

Mr. Wirt. Yes. 

Mr. Morrison. What kind of programs to improve farm income do 
you have in mind. 

Mr. Wirr. You mentioned the wool program earlier in your ques- 
tions of Professor Jesness. I do not know the details of rice. It 
seems to me that a program like this where you deal outside of the 
market place in obtaining welfare objectives, or income objectives are 
the techniques that we ought to look at. This, obviously, is a compli- 
= No one program can solve the problem all across the 

oard. 
_ Mr. Morrison. You remember Professor Jesness said while these 
incentives payments might less directly incur the hostility, or concern, 
of foreign countries, they still did promote production here of articles 
which would compete with foreign production. 

Mr. Wirr. There is a type of payment that would have that effect. 
Ey are other types of payment I do not believe would have that 
effect. : 

Mr. Morrison. I wonder if you would tell us what such payment 
programs might be. 

Mr. Wirr. I think in dealing with this problem there are obviously 
many aspects to consider. We might, for example, have a program 
where we would say that no one who has an income below such an 
amount should be permitted to live so poorly, that we would provide 
additional support, direct income payments to these people, or educa- 
tional facilities, medical facilities, or something like that. This, ob- 
viously, is one extreme of the program we might follow. Another 
much more limited program would be to provide help only during 

riods of rather unfavorable farm prices. Certain additions might 

made to farm income which are related to the amount produced, 
but which farmers would not be able to count on during periods when 
income was more normal or more satisfactory. 

Mr. Morrison. These payments would not be connected with the 
production of a particular crop as the wool payments are? 

Mr. Wirr. These payments would only be available during a period 
of fairly unfavorable price relationships, and they would have a tem- 

orary effect. They would not be counted upon permanently. I think 
in the case of a depression we are just going to have surplus problems. 

Mr. E. Martin. Mr. Witt, do you think that as long as we have 
price-suport programs for cotton there is a practical need for restrict- 
ing imports under section 22? 
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Mr. Wrrrt. As long as we have the price-support program ? 

Mr. E. Martin. Along the present lines, you understand. 

Mr. Wirr. Along the present lines, I think, yes. 

Mr. E. Martin. Professor Jesness in expressing a similar answer 
spoke of the cost to the Treasury if we did not have it. 

Mr. Wirr. Yes. This is looking at it really from a domestic side 
and you really cannot see any reason why we should export cotton and 
then have the same cotton come back in. This is simply a subsidy to 
some exporter, perhaps a foreign exporter, who picks this up from our 
subsidy program and ships it right back to us. 

Mr. E. Martin. Do you think the need would only apply in the 
case of reentry of American cotton? Our exports depress the price 
of foreign cotton too. 

Mr. Wirr. You might identify those. 

Mr. E. Martin. I wonder if the cost to the Treasury from such an 
operation is the whole measure of the cost to the community. Does 
the entry of this cheaper cotton have any mitigating effects on the 
cost to the community ¢ 

Mr. Wirr. Well, if the cotton were permitted to come in in un- 
limited quantities, then what would probably happen is all the cotton 
would go to the United States Government, and would be exported 
with the subsidy. Then a large part of it would come back in to serv- 
ice our textile industry, or as cloth to compete with the product of 
our textile industry. The community could buy this cotton then at the 
world price and we would have the community then benefiting out of 
this indirection. But I do not see any chance that we would permit 
this sort of thing. In that case all of the costs would be costs to the 
Treasury. 

Mr. E. Martin. In your studies of this matter have you seen any 
problem of the possibility of the use of section 22 for commercial 
purposes? By that I mean any possibility that an agricultural pro- 
gram would be adopted for the purpose of getting import restrictions? 
Section 22, as I understand it, only permits the restriction of imports to 
prevent them from interfering with agricultural programs. Do you 
think there is any likelihood of having programs adopted just by 
industries that want to get increased tariff protection ? 

Mr. Wirt. I have not seen any evidence of that. It is an interest- 
ing question. Do you have something particular in mind ? 

Mr. E. Martin. No. 

Mr. Wirr. I have not seen any evidence this would be the direct 
objective of the program. 

Mr. Boces. Thank you very much, Mr. Witt. 

The committee will stand adjourned until 10 o’clock Monday 
morning. 

(Whereupon, at 11:10 a. m., the committee adjourned to reconvene 
Monday, September 24, 1956, at 10 a. m.) 
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